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ANGUS, STONEHOUSE & CO. LTD. Ottawa, Ontario 4250 
TOR TO, ONTARIO Friday 
October 18th, 1963 


---ON COMMENCING AT 9:30 A.M. 


THE CHAIRMAN: We are ready to start Mr. 
Secretary. 

THE SECRETARY: Thank you.Mr. Chairman and 
Commissioners, this morning we have before you the 
Council of the Forest Industries of British Columbia. 
This submission was received on August 30th. Mr. 

B.M. Hoffmeister, president of the Council is here, 
together with his colleagues. 

He will say a few words in introducing the 
brief and he will also introduce his colleagues he 
has with him. 

I would like to enter this brief into the 


record as Exhibit 229. 


---EXHIBIT NO. 229: Submission on the Council 
of the Forest Industries 
of British Columbia. 


SUBMISSION OF 


THE FOREST INDUSTRIES OF BRITISH COLUMBIA 


Appearances: B.M. Hoffmeister R. Tolmie 
C.G. Chambers I. Mahood 
Alex G. Rankin George J.C. Hodson 


THE CHAIRMAN: Thank you Mr. Secretary and 
good morning Mr. Hoffmeister, gentlemen. Before start- 
ing it is my pleasure to introduce to you this Commissio 


The names are all before us. I don't need to read them 
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out but I would be very grateful if you, on your part, 
would introduce your associates to us, 

I do not think there is much more to tell 
us about your Association. If you care to add anything, 
we would be very glad to hear it. 

Sometimes we use our counsel, Mr. Stewart, 
in matters. It depends upon the complexity. In this 
case I thought it would be a useful thing to do, seeing 
as there are not many coming from the Forest Industry 
in British Columbia or elsewhere and we have got to 
learn a good deal about it quickly. It has been our 
expérience that the inquiry is more thoroughly conducted 
with the help of Mr. Stewart and with ourselves asking 
questions so if you do not mind, we are going to ask 
Mr. Stewart to deal the questions but that does not 
in any way exclude us. We will keep getting in on the 
act too. 

We will be glad to hear anything you have 
to say Mr. Hoffmeister. 

MR. HOFFMEISTER: Thank you Mr. Chairman, 

Commissioners. We appreciate the opportunity of appear- 
ing before the Commission this morning and to present 
the views of the Forest Industry of British Columbia. 
We also are most appreciative of the Commission's 
scheduling of our appearance sufficiently early this 
month to enable some of us to get off to the United 
Kingdom next week on a trade mission involving the 
Forest Industry of British Columbia. 

I would like attthis time to introduce 


my colleagues if I may, Mr. Chairman. Starting on the 


gifess .ob ot antdt Wek! a. ee anew SE Saute I sano 
 PRMNORT Ferrey od mont qukmon, Btam san wee etedy ae 
4d dog vert ew brs syocueete to attemle? ele iret ak 
“bo tee¢. tnt el Yiiotnp oe tuods feeb. boop 8 mrpel 

7 hevoubnes ylivvorlnd stent &)) YrLopal saz tadd sonelieqxe 
snities savivetrec tlw bas -trewede aM Io ated ent tte 
19s 03. gnteg e1s av ,bitte ed ob woy tr oe ano ttacup 
jon 84ob decd tud anottasup adf lesb of Juswete a8 
“id no nl yntteou qee’ Cftw ew jaw eboloxe qaw yas 
.o0% sos 

ing voy quitdityis test. ot Dakg od Liaw 


‘ tedeisaticn a yaa oF 


carted 3M vey dang? <saaTRraMator au 


bee i< vitnedroqyc —— sw C, ovenclagtomod 
tesvoty Gc} inte gules Sid? pelaolemed od sxoted galt 
| atime? detoous to yrteuhal gieict ad? To awelv ong 
| é* npdigntest00 aut % evltatoerqys taom wre oofs OW 
elt: “lane Ylineleiiivs sonarsequs tue t galfoubersos 
betiwd od of Tio top ot ay Ie smos efdame of dgnom 
a4% golvfovel sofsaim sbexd # 20 aisew teen mobgntd 
aldmurlc) AepoleR to vrtavbal ¢aotol 

ooyborie!l of amis efdtidn ef Bivow) Tt 


of? wo gntisedd .newtiad) oo ygee I 22 esegssiios yw 


a 
28 
os 
ws 
ES 
ef 


ANGUS, STONEHOUSE & CO. LTD. 42502 
TORONTO, ONTARIO 


right, Mr. Charles Chambers, treasurer of the MacMillan, 
Bloedel & Powell River Limited. Mr. Ross Tolmie, 

our solicitor. Mr. -Ilan Mahood, on my immediate left, 
vice-president of the Council of Forest Industries, 

and I might also add that Mr. Mahood is a partner in 

a small logging operation in British Columbia anid 
indeed represents the amaller operators. 

Mr. Alex Rankin, vice-president, 

British Columbia Forest Products, Mr. George Hodson, 
vice-president, Crown Zellerbach Industry. 

Mr. Chairman, these gentlemen are all 
members of the joint industry committee on taxation 
and my object in inviting them to accompany me this 
morning is in the interests of providing the most 
complete answers we can to any questions that may be 
asked because these gentlemen are dealing with 
financial matters and matters of taxation every day 
in the course of their business. 

I don't think I have anything further 
to add respecting the brief, which I understand is 
being taken as read. 

THE CHAIRMAN: Not taken as, We have 
all read 1¢. 

MR, HOFFMEISTER: I am sorry, an unfortunate 
choice of words. On page 2 our member associations 
are listed. We appear specifically on their behalf 
but as mentioned immediately thereafter, we are 
joined by the Truck Loggers Association, the Interior 
Lumber Manufacturers Association, the Northern 


Interior Lumbermen's Association so that we can say, 
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without fear of contradiction, that we do represent 
all the forest industry of British Columbia, particularl 
the major associations. 

I think that is all sir. We are ready 
to proceed. 

THE CHAIRMAN: Thank you Mr. Hoffmeister. 
We endeavour to conduct these matters as informally 
as in keeping with proper, orderly method of proceeding. 
Nobody need stand unless they wish to do so. 

We have read this, as I have already 
indicated, with a great deal of interest and have some 
questions to put to you nee In the meantime, 

I think Mr. Stewart may have a great many questions. 
Mr. Stewart, will you proceed? 

MR. STEWART: Thank you Mr. Chairman. 
Gentlemen, these questions of mine will be basically 
of a tax structure nature but I think it might be 
well before I get into questions of that type to refer, 
for purposes of the record, to the fact that it appears 
from page 2 of your brief, as Mr. Hoffmeister has 
already indicated, that your Association is represent- 
ative of the forest industry of British Columbia as 
a whole and that the forest industry of Canada is of 
great importance to this country and to British 
Columbia and I refer in that connection to pages 
5 and 6 of your brief and in particular paragraphs 
1.1 to 1.5. On pages 11 and 12 of the brief, and in 
particular paragraphs2.1l to 2.9. 

You have also indicated that this is 


accapital intensive industry and that is brought out 
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on pages 14 to 16 in paragraphs2.14 to 2.16 and you 
have also emphasized on pages 6 to 7, in paragraphs 
1.6 to 1.9 that the industry must compete in world 
markets and that the competition in those markets 
is very keen. 

Now looking at page 7, you then go on to 
suggest, in paragraph 1.10 that since 1954 the industry, 
or parts of it at any rate, have been having heavy 
going and I would like to take a moment on that point 
before getting on to tax structure and ask you to 
comment on this ,taking the period from 1953 or 1954. 
Would it be the case that the industry, so far as 
earnings are concerned, had a couple of bad years 
in 1957 and 1958 but that apart from those years the 
trend of earnings and cash flow has been reasomably 
favourable? 

MR, HOFFMEISTER: Yes, I think that is a 
fair statement. That has been the case in 1961 and 
1962 and the markets this year have been active and 
there is every indication that they are reacting 
favourably to our promotion efforts, awe efforts 
generally to participate more extensively in the 
markets in which we have traditionally been trading 
and also in new markets where we have been putting 
forth extraordinary efforts to gain entry. 

MR. STEWART:: And so far as 1957 and 1958 
are concerned, were there two basic factors that 
combined to make them relatively unfavourable years, 
and I have in mind as suggestions to you in this 


connection first a drop or a cessation in growth of 
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A6 1 demand generally; and, secondly, and increase in 
2 capacity which resulted from expansion in the mid 
3 50's? 
4 MR. HOFFMEISTER: There is one thing 


5 I would like to point out here, that while the two 
6 years you have mentioned are low years, this is a 


7 trend and has been a trend, as our Exhibit C-1 illustratds, 


8 and not just confined to the two years you mentioned. 
9 4 The reasons for this trend, I think would 
10 include the fact that we have had to resort to extra- 
11 ordinary measures to be competitive in these markets. 
12 There has been a demand but in order to sell our lumber 
13 we have had to be competitive, with the result our 

14 prices were low, at the same time our cost of raw 

15 materials and other operating costs, including wages, 
16 supplies, taxes, and so on, continued to rise and we 
17 were rather caught in the bindwith increases in cost 

18 and generally lower seller prices. 

19 THE CHAIRMAN: Is Mr. Hoffmeister speaking 


only of saw mills or of the entire industry? 

MR. HOFFMEISTER: Saw mills only : 
at this particular point, as covered in Exhibit C-1l 
and also, for example, during the last year, 1962, 
which was considered to be an active year in the saw 
mill business, I think I am right in saying that we 
had between 175 and 200 saw mills shut down in 
British Columbia for various rea anist 

MR. STEWART: Well Mr. Hoffmeister I 
observe, en Exhibit ¢C-1, that there you are 


dealing with earnings in relation to total assets of the 
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companies concerned, and of course you point out at the 
bottom of the page that during the period in question 
the total assets increased very materially from | 
$474,000,000 to $822,000,000. 

Now have you any figures for these 
particular companies, and for this particular period 
which relate to earnings per share or cash flow per 
share or dividends paid? 

MR, HOFFMEISTER: Mr. Mahood, on my left, 
is the author of this Exhibit and I would like to call 
on him to answer your last question. 

MR, MAHOOD: Those figures are Seaiiabae 
sir. We do not have them at our disposal at this 
moment. We will be glad to provide them. 

MR. STEWART: Thank you very much. 

THE CHAIRMAN: How about net assets? 
Could we ask Mr. Mahood? 

MR. MAHOOD: These are net assets that are 
quoted. 

THE CHAIRMAN: It says total? 

MR. MAHOOD: Yes. Well that is incorrect. 
That is net assets is the figure. 

THE CHAIRMAN: Debt is deducted? 

MR. MAHOOD: No, debt is not deducted. 
When I said net, I mean depreciated value. 

THE CHAIRMAN: That was my opinion. In 
saying net assets, I mean after deduction of debt? 

MR. MAHOOD: No, that is not so. In that 
particular exhibit it relates just to saw mills. A 


little earlier I think the question was pointed out this 
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did apply to saw mills. The same trend is in evidence 
for other sectors of the industry, pulp, plywood. 

THE CHAIRMAN: I would assume with the 
acquisition of $822,000,00 the debt would have increased 
Would that be correct? 

MR. MAHOOD: I would presume so, yes. 

MR, STEWART: Well now when you talk about 
the same trend in other branches of the industry, I 
would like to show you, and get your opinion on these 
figures which relate simply to the years 1956 to 1962 
and they relate to a cross-section of the industry, 
and you may, of course, wish to comment on. the cross- 
section as well but these figures relate to two groups 
of companies within the industry, one which is 
described, for this purpose, as the newsprint group 
and consists of nine companies: Abitibi, Consolidated 
Paper, Crown Zellerbach, Dominion Tar, Great Lakes , 

M. & O., MacMillan-Bloedel, McLaren "A" & "B" and 

Price Bros. The second group is known as the specialty 
papers group and consists of six companies: 

Bathurst "A" & "B", B.C. Forest Products, Columbia 
Cellulose, Fraser, Hinde & Dauch and Westminster. These 
two groups, for present purposes, are taken as the 
paper group and I have here, I am sorry I have only one 
copy, figures representing earnings per share of tle 
paper group as a whole and then of the newsprint group 
I have mentioned and specialty group I have mentioned 
for each of the years 1956 to 1962 and eee T have 
figures representing the cash flow per share for each 


of the three classifications and these figures relate 
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simply to 1956 to 1961, and dividend per share. 

Would you mind looking at those figures 
and letting me have any comments you wish to make. The 
observation that I make on looking at the figures would 
be this: that earnings, cash flow and dividends did 
drop in either or both of 1957 and 1958 below the 
1956 level but that since 1958 there has been a 
considerable and fairly steady recovery and that 
taking the paper group as a whole, earnings, cash flow 
and dividends in the last year mentioned here were 
above the 1956 level. 

MR, HOFFMEISTER: I would like at this 
point Mr. Chairman to hand this to Mr. Rankin, vice- 
president of British Columbia Forest Products for 
comments since his company is not only in the newsprint 
business, but also manufacturing pulp and lumber, 
plywood and a full range of forest products. 

Prior, or while I am doing that, I would 
like to point out that in British Columbia the forest 
industry constata not only of half a dozen integrated 
companies but a great number of smaller companies, 
particularly saw mills in the interior of British 
Columbia. The lumber cut in British Columbia in 1962 
was approximately seven billion feet. Of that 
seven billion feet just slightly more than half was 
manufactured by mills in the interior, practically 
all of which are small mills numbering in total 


somewhere between 14 and 16 hundred. 
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So that when one considers the position 
of the companies to which you have just referred in 
your remarks these cover but a small, but a part only 
of the forest industry in British Columbia. The 
total log scale, for example, representing logs 
consumed by all branches of the forest industry in 
British Columbia in 1962, I think, was just around 
eight billion feet and of that lumber: accounted for 
around six to seven million feet, so that lumber is 
a very Sereatans segment of the forest industry in 
British Columbia and ofthe lumber growp more than half 
of the production is contributed by small operations. 

MR. STEWART: Mr. Chairman, it 
occurs to me these gentlemen might prefer to deal 
with the figures that were just handed them in writing 
rather than verbally at the moment, which I imagine 
would be perfectly satisfactory t othe Commission. 

THE CHAIRMAN: Indeed. Would you prefer 
that? | 

MR. RANKIN: Mr. Chairman, I would prefer 
to try and answer it now if you don't mind. I am just 
seeing the figures for the first time in this form. 

THE CHAIRMAN: You may have a few shots 
at it. 

MR. RANKIN: Might I say in the forest 
industry we face this problem, as Mr. Hoffmeister 
pointed out, that in British Columbia the industry 
has been basically a saw milling industry. We are 
just about at the point where we crc switch! 


we are switching to pulp and paper. When we are talking 
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about the industry in British Columbia we have 
to differentiate between those companies which are 
not fully integrated and those that are fully integ- 
rated. 
In answer to Mr. Stewart, in the saw 

Milling business, for the moment, to begin with, because 
this is the backbone of the industry in British 
Columbia, in the immediate post-war we had a rising 
demand for lumber and world prices were spiralling 
upward and it was simply a race between spiralling 
costs and spiralling prices, so that our profits 
in the lumber industry rose steadily through to 1955. 
About 1955 you have you cost still continuing to 
spiral, but your world prices are levelled off, so 
from 1955 to 1960 your earnings in saw milling came 
down because your prices were remaining firm in 1955 
to 1960 but the costs were going up. Since 1959 we 
have had 4 Significant»price.: We havechad a_ 
collapse in the world price. Our market price from 
1961 to 1962 was as much as 20 to 25 per cent lower 
than they were in 1955. As far as saw milling is 
concerned the rates of return just about went to -- 
I think you have sane figures that indicate one to 
two per cent. This was serious in saw milling. 
Concurrent with this you have the growth of pulp 
and paper, growth of chipping and the saw mills that 
were able to. chip their waste and turn it into an 

~ economical prodiict, saleable to pulp and paper, 
were able to stay in business. 
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milling, it possibly is the best example of pure supply 
and demand. If your. lumber prices go on tomorrow you 
can have 15 new companies next week because saw milling 
is something you can goat of very quickly. You have a 
great number of purchasers anda great world demarm so 
that no one person can influence the saw milling business. 
They are in and out of business continually. As far 
as saw milling is concerned world prices dropped drastia= . 
ally through to 1962. I think the low point was reached 
tn 1962. 

Coming to pulp, pulp prices hawe fallen 
steadily. I must confess my experience in pulp and 
paper is limited. We entered the pulp field in 1958. 
We entered the pulp market. I am talking about market 
pulp which is a major product in British Columbia, 
a major product of Canada. Pulp prices fell from about 
$150 a ton down to about $131 reaching a very low point 
in the fall of 1962. In that period you had increasing 
costs, of course. You had your labour rates going up 
and you had other costs increasing ineluding, particularly, 
provincial taxation. 

Newsprint, the prices remained remarkably 
steady until 1962. Newsprint, I believe, has been 
steady since 1957. Am I correct? Mr. Chambers could 
tell you. Newsprint -- we are not in the newsprint 
business. We will be next year because newsprint has 
been very firm ‘until last year with the price still 
firm, but the industry is now giving, if you like, 
a discount, now paying drayage, delivery cost from the 


por to the customer's plant. I give you that as the 
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price structure that we are working under. I would not 
agree, if I may, with Mr. Stewart on the thought there 
was just two bad years. On the West Coast from 1955 
through to 1962 earnings were declining, other things 
being equal. The figures you have shown me here, I 
wonder which ones to addressfirst -- earnings per share 
are most: significant. We are looking at figures on 
paper, 1956 through to 1962, earnings per share. I take 
it that this is the group of companies that remained, 
Mr. Stewart? 

MR. STEWART: These are the composite figures 
as I understand it, composite figures for the 15 companie 
that are named. If you take the paper group, and then 
in the newsprint there are the first nine companies, and 
then specialty paper group are the next six. 

MR. RANKIN: I would look at newsprint for 
the moment. That has been a fairly steady price. It 
was in 1956 earning $7.58, and that fell to a low point 
in 1958 of $5.05 and that rose slightly but steadily 
through to 1961 at $6.35 and then in 1962 took a big jump 
to $7.:61x Of course the big jump is simply your 
exchange. .» 

THE CHAIRMAN: What is the date of that? 

MR. RANKIN: The exchange changed in 1962, 
the big change, in May, 1962. 

COMMISSIONER BEAUVAIS: 1961, June 1961. 

THE CHAIRMAN: Whether it is June or May 
doesn't matter, but whether it is '62 or '6l. 

MR. RANKIN: May, 1961. You see here 
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increase of $1.26. I would say probably this is almost 
entirely due to the exchange, so tmt earnings in 1956, 
going back pre-exchange were $7.58 at this time. You 
had a discount on your Canadian pulp in 1956 of about 
10 per cent. 

COMMISSIONER PERRY: A premium. 

MR. RANKIN: A premiun. We were making 
$7.58 despite the fact that your principal market being the 
U. S. market -- you are getting a 90 cent dollar, 
making $7.58. Now you come to 1961 and make $6.35. I 
think this agrees with my statement that the price of 
newsprint has been relatively stable and that just now 
it declines and your cost always tends to be slightly 
upward, but I think what demonstrates that big jump, 
1961 to 1962 is simply the exchange. 

Coming now to papers and specialty papers. 
I am completely out of my field. MacMillan Bloedel are 
the only ones in this field in British Columbia. I 
guess Westmhinster Paper is one. They are specialty 
paper. Iam sorry. You are in that. I would have 
to disqualify myself. I would say these figures indicate 
the same trend as I pointed ont in newsprint earnings, 
falling from 1956 through to 1961, 1958 being the 
poorest year, and then a slight up turn” from 1958 to 
1961. That up turn is probably new acquisitions. I 
don't know, increase in that period -- you certainly 
have pulp price falling. Paper prices I don't know. 
Would you like to address yourself to that, Mr. 

Hodson? 


MR. HODSON: I would like to make a comment 
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in this area which may come a little close to what Mr. 
Stewart has in mind. You might be interested in the 
consolidated figures of the three companies represented 
here. Their experience has been, perhaps, somewhat 
along the same lines as these statistics except that 
these are integrated, and these figures will not be 
broken down between the product groups, newsprint, 
speciality papers. 

MR. STEWART: Excuse me, when you say 
three companies represented here, in this connection 
you are referring to Crown Zellerbach, to B.C. Forest 
Products and MacMillan Bloedel. 

MR. HODSON: Yes, these might come close to 
giving you a trend of size of profits I am afraid 
I haven't got figures per share. This would probably 
have a bearing on your comments if the earnings per 
share were low in two years. I think this goes further 
than that. 

MR. STEWART: Yes. 

MR. HODSON: The consolidated net profits 
of these three which are the three bigger integrated 
companies.of the west, 40.6 million, that was 1956 -- using 
thaé ast’c@ basis’.<« which coincides with your quote, 
1957 the consolidated profits were lower by 17.7 million. 
That shows your 1957 drop in total of profit. 

THE CHAIRMAN: There were 23 million? 

MR. HODSON: 17.7 million less than 40.68. 

COMMISSIONER BEAUVAIS: There was a strike? 

MR. BEAUVAIS: There was a strike in 1957, 


you are correct, sir. In 19586 the profits reduced as aga nst 
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that basépéeriod:. by’ 18.5 million. Continuing to 
1959 the consolidated profits in 1959 were still lower 
than the base of 1956 by five million nine. 

Continuing to 1960 the consolidated profits were lower 
than the base by three million eight. For these 

three companies taken as a group, in°L961 they were 
very close to breaking even with the 1956 base. We 
were lower by $400,000. It wasn't until 1962 that the 
profit, consolidated profit: experienced was higher than 
the 1956 base. In that year it increased by 13 million 
four which as nIee, Mr. Rankin, said was particularly 
responsible °fépc¢ by the U.S. exchange, so that the 
experience, the profit experience in this group of 
companies taken from the annual reports indicated that 
it wasn't just the two years that the profits were 
lower. They gradually, the lower profit diminished 
but took five years: to come back, 1962. I think the 
other interesting point is that in this period which 
finally culminated in an increase in profits in 1962, 
over that six-year period these companies put in 

about $280 million dollars additional fixedu: assets 
which didn't then show a return on that increase until 
1962. 

COMMISSIONER BEAUVAIS: Depreciation was 
very straight in the two years on the new capital 
improvements. 

MR, HODSON: On a tax basis, yes. I don't 
know if that helps? 

MR, STEWART: I think that is very helpful, 


Mr. Hodson. As far as 1963 is concerned dealing with 
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the three companies, or with the indnhstry as a whole, 
would it be reasonable to anticipate that the improvemen 
whichws evident, let ws say.in 1962 will continue. 

MR. HODSON: I think our comment in our 
quarterly releases of the annual report -- I think I 
could quote our president, he says, and I believe, #his 
be if conditions remain as they are at the prefent 
time the profits would approximte the 1962 profits, 
perhaps a little bit lower. 

MR. RANKIN: I would comment that ours was 
a little different. We are going to see much better 
earnings in 1963 than 1962. The nature of our business 
is slightly different . from Crown Zellerbach. Pulp 
and paper has been strong throughout in 1963. We have 
had four price increases in 1963. We are doing much 
better. May I just say -- we are talking about 
ioe eae care new not that the earnings are depressed 
or anything like that. It:is cyclical and certainly 
the hightreturn that this industry used to have and 
that it attracted the originalcapital are not there 
today. It is world competitive, increasing cost -- 
the very competitive nature of our business is such 
that the rate of return has how been dropped way down 
depénding .- on the cyclical swing. This used to be 
considered a straight rate of return industry going 
back 10 or 15 years. I am not saying it a depressed 
industry, Mr. Chairman. 

MR, STEWART: I think it is perhaps the 
case, if you look at the stock market reactions, éurrent 


stock market reactions to these companies, or, perhaps, 
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reaction is the wrong word -- stock market assessment 
of these companies, that the prospects in the future -- 
the prospects for the future look somewhat bright. 

I observed for example -- I don't suggest for a moment 
that the stock market prices are necessary an accurate 
barometer, but I observed that MacMillan and Bloedel is sé¢l- 
ling at.the moment: at substmtidlly higher prices that at any 
time since the most recent amalgamation and that in the 
ease of B.C. Forest Products the stock is certainly 
selling at a higher price than it has in the last 10 
years. It would perhaps indicate that the market 
anticipates that earnings of those companies, at any 
rate, will be somewhat higher than in 1962. Would you 
care to comment on that? 

MR. HOFFMEISTER: Mr. Chambers, you are 
MacMillan Bloedel? | 

MR. CHAMBERS: Mr. Chairman, with regard to 
the earningsin 1963 our recorded earnings to date have 
been lower than in 1962. We are not given to predictions 
but I think that this is quite substantially lower than 
1962. We may pick up some because of the price increase 
to which reference has been made. 

THE CHAIRMAN: Cost dntreasé? 

MR. CHAMBERS: Price increase, this will 
assist. I have just one comment, that the 1961 figures 
that were mentioned here are also affected by the 
exchange betause the exchange switch happened in the 
early part of the year, and depending upon whether a 
company |hédged this exchange or was going over 


would affectthat year, some more than others. The stock 
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market quotes, they are many factors, I think at the 
moment, other than earnings that may be affecting 

our stock market currently. We have been through quite 
a change in management, big merger and so forth and 

so on. It is just possible that this had quite an 
affect on these people judging these matters and setting 
the price. 

I would say there is one thing £ do notice, 
that is on the categories that Mr. Stewart handed out 
here that i) P..C. .F. P. aré quoted as in the 
Sceserks paper business dn those years and as yet it 


has not been e¢ontemplated. 
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And Bloedel is quoted as being newsprint 
company. It is true we do produce newsprint but when 
you consider that we produce something like 700 million 
feet of lumber, about 350 million feet of plywood and 
varying amount of doors and shingles commensurate with 
those figures, as well as a considerable amount of 
pulp, altogether 300,000 tons of pulp and about 650,000 
tons of newsprint, this is pretty incorrect. 

I do not think you can call such a company a newsprint 
company. You have got to call it a forest industry 
company. Now to categorize us with newsprint business 
is probably a mistake. 

MR. HOFFMEISTER: Mr. Chairman, just to 
make a few comments with respect to Mr. Stewart's 
recent remarks, several of us pointed out that saw 
milling is the backbone of the forest industry in 
British Columbia and in this respect whide it is true 
that the market has been active, and there has been 
an improvement in price, I think we should not lose 
sight of the fact that at this precise moment there are 
more than 50 pilis before the United States administration 
all designed to restrict the entry of Canadian lumber 
into the United States market. 

Now the United States is by far the most 
important market the industry has for its lumber. Some 
of the mills in the interior ship one hundred per cent 
of their production to the United States and the mills 
onthe coast a lesser proportion of their production for 
the reason that they have access, ready access to other 


overseas markets. 
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My mind goes back to 1932 when suddenly 
the United States Government imposed a Cbari re ren cL 
think around $3.50 on lumber which at that time had 
an F.0.B, mill value of about $17 per thousand. The 
U.S. market was at that time our most important market 
and overnight our saw mills were shut down. Now one 
hopes that will not happen again but there is a very 
serious threat to our saw milling business at this 
particular time in our most important market, namely, 
the United States. 

MR, STEWART: Mr. Chairman, I wonder if an 
appropriate course might be to transfer to one piece 
of paper these figures with regard to earnings per 
share, cash flow per oe and dividends per share, 
which I have shown these gentlemen, also indicate on 
that piece of paper the names of the companies which 
were included within the particular groups, file that 
piece of paper as an exhibit and send copies to Mr. 
Hoffmeister so that if they have any further comments, 
they can make them? 

MR, HOFFMEISTER: We will be very pleased 
to do that Mr. Chairman. 

THE CHAIRMAN: Thank you. Are you, Mr. 
Stewart, discussing the effect of the diminished value 
of the Canadian dollar on the earnings for those 
companies at this time? 

MR, STEWART: Well Mr. Chairman I could do 
it now, in this sense that during the period we have 
been talking about there has been a decrease in tle 


external value of the Canadian dollar amounting, I suppose, 
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¢3 1 to something like 14 per cent. Now could I ask you 


2 to indicate what effects that has had on the pricing 


3 policies of your industry? 

4 Have you in fact been able to reduce the 

5 price in foreign markets, or have you basically maintaindd 
6 the prices having regard to the earnings trend which 

7| we have been talking about? | 


8 MR. HOFFMEISTER: Basically our prices 

9 have been ga iiianeae We do not set world prices by 
10 a number of these commodities, and it is true that 

11 the valuation of the Canadian dollar has had an effect 
12 on our earnings and it certainly has improved our 


13 competitive position. 
14 THE CHAIRMAN: Would it be an exaggeration 


15 to say that with the diminution of the Canadian dollar 


16 you would have or the newsprint companies would have 
17 lost money? 14 per cent applied to a company's gross 
18 is a huge sum in relation to its net, and I would think 


19/ that 1t would be sufficient to wipe out the net? 


20 MR. HOFFMEISTER: Earnings would certainly 
21 have been reduced drastically Mr. Chairman. 
22 MR. STEWART: Was that the point you wished 


23 to make? 


24 THE CHAIRMAN: That's about it, yes. 
25 MR. STEWART: Now gentlemen coming to 
26 tax structure questions, you indicate on page 13 of 


27 your brief, I think, and I have reference to paragraph 
28 II.13 that you regard the recent sales tax changes as 
29| of great importance to your industry. Do I take it 


20 from the brief as a whole that the points which concern 
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you in this regard are the removal of the exemption 

on production machinery, the related removal of the 
exemption on logging machinery under tariff item 

411(a) the removal of the exemption on certain materials 
expended in production and the removal of the exemption 
on building materials? 

Are those the important items that concern 
you? 

MR. HOFFMEISTER: Yes, they all concern 
us very greatly. 

MR. STEWART: Are there any other of the 
sales tax changes recently introduced which are of 
important effect, so far as your industry are concerned? 

COMMISSIONER WALLS: You did have a special 
concession on logging equipment which would also cancel, 
at the same time, this machinery of production? 

MR. HOFFMEISTER: That is right. 

COMMISSIONER WALLS: Separate and distinct 
from that? 

MR, HOFFMEISTER: Yes. 

MR. MAHOOD: These are some legislative 
changes which included such things as tires and diesel 
fuel, and so on, which are of considerable impact. 

Just to go back sir, basically we are 
not concerned with the building materials tax because 
we regard this as a consumer tax which our industry 
does not in itself pay. We are concerned with these 
taxes which are built into the cost of production 
and therefore affect our export. 


MR, STEWART: Now you have indicated on 
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pages 26 and 27 of your brief that you would like 
certain of these changes to be reversed. In paragraph 
V.2 you ask for the elimination of the Federal Sales 
Tax on machinery, installations, and in paragraph V.5 
you ask for the elimination of the tax on tools and 
supplies used in production. 

Could you tell us whether, or could you 
give us an estimate as to how much is involved so far 
as your industry in British Columbia is concerned as 
a result of these 1963 changes? 

MR. MAHOOD: I haven't got it broken down 
for British Columbia,alone. We have attempted to 
estimate, as far as the forest industry in Canada is 
concerned if our recommendations were applied to 
Canada. 

MR. STEWART: I think these figures would 
be very helpful. 

MR, MAHOOD: And these items which we 
are talking about amount to -- just have to interpolate 
-here -- about $89,000,000. 

COMMISSIONER WALLS: Could I interrupt? 

Is that figure based on the entire addition of the 
ll per cent or only on the current one, four per cent? 

MR, MAHOOD: That is the entire 11 per cent. 

THE CHAIRMAN: This is recommendation one 
and two is it? 

MR, MAHOOD: I may have misunderstood the 
question here. 

MR. STEWART: I think the question, Mr. 


Chairman, was broader than that. It related to all the 
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sales tax changes which were made this year and the 
figure which is given, as I understand it, assumed that 
we are a couple of years ahead and the effective rate 
is 11 per cent and the figure relates to the industry 
as a whole in Canada, 

MR. MAHOOD: This excludes anything with 
respect to building materials. In the estimate we have 
made the tax on tools and machinery, this might be 
called machinery and apparatus, is costing $24 million 
dollars, machinery and equipment is $50 million and 
on other sectors of construction, which includes the 
building materials which our industry uses in establish- 
ing a plant, and so on, is another $5 million. 

The sum of those is what I think in general 
terms 11 per cent tax is costing. 

MR. STEWART: Then you make the recommend- 
ation that the tax on production machinery be eliminate 
Is this something that you are putting to us as regards 
the forest industry or as regards industry generally? 

MR. MAHOOD: We have looked at it only in 
respect to the forest industry. 

THE CHAIRMAN: But yowestimate applies --- 

MR. MAHOOD: To the Canadian industry, 
yes. The forest industry across Canada. 

THE CHAIRMAN: The forest industry across 
Canada? 

MR. MAHOOD: Yes, I am sorry sir. 

MR, STEWART: I don't know that I made 
my question plain. I appreciate that your figures 


relate to the forest industry across Canada but when 
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you asked to have the tax on production machinery 
removed, are you be eeee vas that the forest industry 
be treated differently from other industry or are you 
suggesting, in other words, that the tax be removed 
as regards your particular industry or as regards 
industry as a whole? 

MR, HOFFMEISTER: Qur case is being built 
around the forest industry in that connection, 

Mr. Chairman, Mr. Stewart, for the principal reason 
that we are an export industry and this does not 

apply to the same extent to other industries in Canada 
and we feel that an exception could and should be 

made in the case of the forest industry by developing 
our interest in export without which we cannot live. 

THE CHAIRMAN: If some means were found 
of providing an exemption in respect to exports, your 
complaints would be taken care of? 

MR. HOFFMEISTER: Yes. We tried to 
establish that in our brief. 

COMMISSIONER WALLS: I presume this would 
apply also to all industries who are predominately 
in the export field, as well as the logging industry? 

MR. HOFFMEISTER: Yes sir. 

COMMISSIONER WALLS: Would you care to 


State, as to the revenue required, what alternative 


tax would replace that? Would you add to the corporatiaqn 


tax? The income tax? 
MR. HOFFMEISTER: In our brief we have 
Suggested that it should be distributed, tle loss in 


revenue should be distributed by making this tax a 
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consumer tax rather than applying to a particular 
segment of industry. 

COMMISSIONER WALLS: You mean move the 
sales tax forward? 

MR. HOFFMEISTER: That is right. Make 
it a consumer tax spread broader over the consumer 
market. 

COMMISSIONER WALLS: Are many of your 
concerns not both manufacturing and selling on the 
mexsalleilevel? 

MR. HOFFMEISTER: I think a number of 
them do sell at retail but only insofar as lumber 
and plywood, shingles are concerned. Certainly not 
as far as other major items go. 

THE CHAIRMAN: Mr. Stewart, I don't know 
whether this anticipates you, but would it be interest- 
ing to find out what reduction in corporation tax would 
be the equivalent of this alleged item of export. 

If corporation taxes were reduced sufficiently at the 
present time, that would compensate for these sales 
taxes, would eres be correct? 

MR. HOFFMEISTER: No. Our objection to the 
sales tax is i is not related to ability to pay. It 
hits our industry very badly and as we point out in 
some sections of the brief, unfortunately, in the 
case of logging the more difficult the terrain and 
the lower the recovery respecting quality of product, 
the greater penalty has to be paid by the imposition 
of sales tax and tax on it tat generally and we feel 


this is indeed a burden and we would like to see it 
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removed. 

MR. STEWART: When you refer, in paragraph 
V.7 on page 27 to the fact that you consider it 
appropriate that the sales tax be re-aligned so as to 
be clearly a consumer tax, what you have in mind is 
what you have indicated to Mr. Walls, namely, that the 
tax be moved from the manufacturerSlevel to some other 
level. Is that right? 

MR. HOFFMEISTER: Yes. Sales tax on 
services, and that sort of thing that applies down to 
the consumer level. 

THE CHAIRMAN: Another level without 
exemption would not do it because you suffer at 
retail sales tax in your province? 

MR. HOFFMEISTER: Yes, we do. 

MR. STEWART: Your basic point here, 
substantial portion of your production is sold in the 
export market? 

MR. HOFFMEISTER: That is right. 

MR, STEWART: And that if this sales tax 
is imposed at the retail level, then what you sell on 
the export market will not be subject to that tax 
at all? 

MR, HOFFMEISTER: That is right. That 
is precisely it. 

COMMISSIONER PERRY: At the same time you 
are not exempt on machinery equipment under the sales 
tax in your own province? 

MR. HOFFMEISTER: That is correct. 


THE CHAIRMAN: But they are on exports? 
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MR. MAHOOD: No, but there is a very 
difficult pyramiding there as you notice. 

COMMISSIONER WALLS: Wouldn't you become 
the consumer of the machinery of production and 
in effect have to pay a sales tax on it if it were 
moved forward to the consumer level?. 

COMMISSIONER PERRY: Without a specific 
exemption. 

COMMISSIONER WALLS: That is right. 

MR. MAHOOD: That exemption existed prev- 
iously. 

THE CHAIRMAN: It does not really matter 
what the level is as long as an exemption can be 
devised for the purpose of export? 

MR, HOFFMEISTER: Yes. Our principal 
concern there Mr. Chairman is to keep competitive 
in our export market, and at the same time allow for 
the development of our timber resources that today 
are considered marginal and which again can offer, 
as far as the future is concerned, scope for further 
development of our forest resources in British 


Columbia. 
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At the time it is only being consumed toa 


little less than 50 per cent of the annual allowable 

cut base, on the total forest industry of the province. 
MR. STEWART: Well, Mr.Chairman, I would 
propose now to move on to another subject unless there 

are further questions on sales tax. 

THE CHAIRMAN: No, I don't think so. Is there 
anything further on sales tax? 

MR. STEWART: I would like to come now to 


the subject of depletion in your industry. 


COMMISSIONER PERRY: I wonder if in moving 
forward you realize you have missed the .V.3, another 
tax. on the capital, that is withholding tax. 

MR. STEWART: Yes, I am proposing to come 
back to that. As far as depletion is concerned have you 
any figure or estimate figure either: for Canada as a 
whole or for British Columbia in your industry as regards 
accumulated depletion which has not been utiliza up until 
‘now for tax purposes? 

MR. HOFFMEISTER: We haven't that figure 
available, Mr. Chairman. However, we would be pleased 

to try and arrive at it. Is it practical to do that? 

MR. MAHOOD: I am not aware of any place it 
is available. I think the best we could do would be 

some pretty gross estimates from member companies. I 

am not at all sure that that is even available in that 
form, 

MR. CHAMBERS: I am wondering would the 
taxing statistics break downithe assets, the:now depreciated 


ipitalcost or the assets that were something separate -- I 
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De arnt sureat the moment whether they do show that, assets 

2|| employed and so forth. I wesucied if they had that 

3| information available. We wouldn't have it. wR, MAHOOD: 
have an extract from the total depletion now claimed across 

5 canada in the year 1960 and this is taken from the tax 
returns and that amounted to $12,000,000. 

THE CHAIRMAN: What industry are you talking 
about? 

MR. MAHOOD: The forest industry of Canada, 
the, .timber depletion. I don't recall but I believe 
there was a total Bere eee iecemduaeaen on the assets 
of the reporting companies. It may be possible. 

MR, STEWART: You have then a figure for the 
year 1960 for depletion taken. Would you have any idea 
as to whether the addition to aeiietres accounts in that 
year would exceed or be less than $12,000,000? 

MR. MAHOOD: No, I couldn't give you that. 

MR. STEWART: Let me leave this, perhaps on 
this note, that if you find you can provide us with 
material which would indicate the magnitude of the problem 
as regards the period up 'til now, I think it might be 
helpful if the Commission could have it. 

MR. HOFFMEISER: We would be very glad to 
try and get it. 

THE CHAIRMAN: It may be our staff will have 
it. Don't go to work if ow staff has got it. There 
ean be very ready communication between you. 

MR, STEWART: I don't think the staff has it 
now. I think I would have got it from the staff if they 


had. Well now, gentlemen on page 28 of your brief, in 
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particular paragraph V.9 you indicate that for many years 
it has been urged by timber owners that depletion should 
be allowed on realistic values and you go on to say 
this is a subject which should be explored further. 
Well now, are you not putting to us that the present 
cost depletion should be altered, and if so, what sort 
of alternative are you putting to us? 

MR, HOFFMEISTER: Well, very briefly, Mr. 
Chairman and Mr. Stewart, depletion today is based on cost 
and we would like to see depletion altered and be based 
on realistic current values of timber. 

THE CHAIRMAN: Mr. Stewart, might I proceed. 
Being an accountant I am rather interested in this. 
I am afraid I am inclined to look at this matter, first 
of all, what is the right determination of income and 
secondly, should there be some concession made to this 
industry because of such and such, Goncessions being taxes, 
taken off one group théy go on to other groups. This 
is not yet something thatis. lightly done and there has 
got to be a good reason. There may be very good reasons. 
I don't suggest there is not. It would have to be very 
strong. I think one should approach this having regard to] what 
is the right measure of income, and this is essentially 


an accounting thing which accountants have dedicated all 


like to ask),as an accountant, do you amortize these things? 


How do you do it? 
MR. HOFFMEISTER: Mr. Chambers, would you 
make a comment? 


MR. CHAMBERS: Are you referring to the replac 


their talents to down through the generations. I would 


‘odw of Denese antved eiay Cosevnqqe piséde ato Wate I .sm tts 


a of. me a vie bie a5u Inv pea : 
| seis? Bevolqxe od bivere dottw topldae a 4 
» Jewsety avo Yadit ew Od yefltne Jem Moy exe i eWor yi 
vos jactw .oo Th DAR .beoredla od Bitiods wo feai get $800 | - 

; tow of anttsaq bara ote ovidanrdla a | 


mie 
pt 
| 


at .ertoned yoov ie LAUSRLIMASON ia 
gous no Bene? et yosod colbtsiaest ,ceawese at poe rere 


“famsd od dae bersdis nertolgeb est oft mitt Sivow SW ada 


! 

| _qedmit Yo aewlev. Soovwe Stteriacr’ae 

. 

. pepedre Toteta \orawess , tWAMHIARD SET 

| 

| sind ol Peteetetal tettet me TL dnsiangoos ae an leet 

| Joei® . satan ated 3a aloof of bentionl ms x biexts mad 
fine awoont to soldanteresob detgit adit st taiw ffs To 


ied of sSar netaseonao on00 of eted? biryods .ylbnesee 


ets) wutso auc¢isaceue® ,Honn bes doa 20 saue\esod Tsteubat “M 


Po 
ey 


air? qquets £6496 a9 to Ga Yaad qomg’ sae Yio aga? Bi 


dei wrat? bra sinod eLadatt eo! Jee wit dames gay ton el eo 


angans2r boos Ciev ed yeu atedy .coaeet bdog 5 9d OF Jog 


dtov <0 09 ovad biwow ¢Z den abooted? dpegguactaob- st jis 


).. “Ed adresse at voted bac .emoodt 36° Sauaaem tials siz at 
; 
| (Is howselish ovat siaataveses dottw guid’? gattrvoook as ’ 


. ofoow FE sup etepenen ond dgpoadd arth of eéneiad =iorid 
vaned? ouadd of bytme voy ob Saetny00ds Na BB, 288 09 anil 


tél of coy ob wok 


RLluayv , os hast rs :RaTELAWTIOH im 


Ses 2 8 & 6 FB 


¢Invemos 6 SAam 


- 4% od Qibere'tes sergetA sCRAMARD 9 - 


—- 


ANGUS, STONEHOUSE & CO. LTD, 4082 
TORONTO, ONTARIO 


“amet 


Di 1] ment cost technique? In other words what we are suggest- 
2) ing here is that the adreetatron: amortization of timber 

3] would be carried on the usual basis inthe accounts, but 

4| that an allowance would be made recognizing the increased 


5| ‘value, today's increased value. 


6 THE CHAIRMAN: Which would be the right 


7| measure of income? 

8 MR, CHAMBERS: The right measure of income 

9| for tax purposes? 

10 THE CHAIRMAN: No, the right measure of income 
11|| for accountants? 

12 MR. CHAMBERS: I think I would have to admit 
13/ that the cost basis would be a better measure of income. 
14 . THE CHAIRMAN: I think most accountants 

15|| would agree with you. Therefore what yw suggest is not 

16 a change in the measure of income, it is an allowance 
17] over an above that. 

18 MR. CHAMBERS: Yes. You mentioned this is 

19] an allowance and this touches. a tender subject. You 

20|| begin to think we are asking for concessions. I don't 

21]/ think this industry is depressed to the extent it is 

22] asking for concessions. I think the main thing here 

23|| is we are so conscious of our competition, very conscious 
of the situation in the United States where such an 
allowance is made with drastic reductions of their taxes, 
competitively and through a’flow of capital proposition and 
every other respect this is not -- not in Canada. When 


you speak of shifting the burden as a result of this 


I believe it is worthwhile considering. 


THE CHAIRMAN: Yes, I am not suggesting that 
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for one moment the burden should not be shifted. I 

am simply asking is this matter of great significance? 

It may be in the national interest. If it is in the 

national interest let's have the pitch. We should know. 
MR. HOFFMEISTER: Mr. Chambers has referred 


to the fact that this is being done in United States. 


The United States is our principal competitor in the news 


print market and in some of our offshore markets. We 


| 
understand that a similar arrangement is in practice 
in Sweden and of course the Baltic countries are our 
principal competitors for the mid-United Kingdom:-market. 

MR, STEWART: Dealing with the American 
system, is that basically that the companies there are 
entitled to write their depletion ae to replacement 
or current market value on the payment of capital gains 
tax on the increase and having written the amount up 

| 


they are permitted to deplete on the written up value. 


MR. CHAMBERS: That is essentially it. 

MR. STEWART: Are you suggesting here that 
if anything of this sort was considered for Canada there 
should be some kind of tax on the write-up? 

MR. CHAMBERS: I don't think this would be 
necessarily the case. It doesn't follow. The two 
tax. systems are different. This particular method of 
handling it produces this side result in the United 
States but it wouldn't necessarily be afeature, si ina © 
feature of such a plan in Canada. | 
MR. STEWART: As I understand it you don't 


suggest that we adopt any form of percentage depletion 


in this country. What you have in mind is taking the 
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depletion on a replacement value-basis per unit of 
production, that is correct? 

MR. HOFFMEISTER: Yes. 

MR. STEWART: : Now, before we get into the 
basic thing of depletion in yur industry I observe in 
paragraph V.10 you say ‘alternatively that the Federal 
Government should permit purchased timber rights to 
be amortized on a straight line lO‘year maximum write-off |jof 
10 per cent per annum @ ma production basis at the 
taxpayer's option. ' Is there any significance in the 
words "purchased. tinlber rights"? Are you distinguishin 
there between Crown landsand the rights of Crown lands 
and other lands or do you use the expression purchased 
timber rights“in relation to all acquisitions? 

MR, CHAMBERS: We use “purchase ‘in the sense 
of the way capital nn invested in the acquisition 
of timber which may or may not be Crown, '::i. 

MR. STEWART: Well then, having regard to 
the Chairman's original question as to whether or not 
any measure which is adopted results in the proper 
computation of income, do you put this 10 per cent write- 
off alternative forward, not necessarily on the basis 
that it oer be a proper corporate method but on the 
grounds that it is appropriate to your particular 
members to recover these costs over a relatively short 
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2 MR. HOFFMEISTER: Mr. Chairman, I think that 


w 


Mr. Chambers possibly could answer this insofar as it 


4] affects his company because his company is involved -- 

5] they are one of the companies onv vl 

per they have timber licences and also they are a buyer from 
the government, 

MR. CHAMBERS: Mr. Chairman, Mr. Stewart, 
your question is if we have this particular type of 
write-off, in fact, this alternative method of a maximum 
10 per cent, is that a satisfactory alternative to tle 
replacement value of timber, in other words the type 
of suggestion in V.9° 

MR. STEWART: I think you are suggesting to 
us it would be a satisfactory alternative. 

MR. CHAMBERS: Well, I think in the order of 
preference the former would be mentioned first. It would 
be I think our preference. However, on this further 
aiternative there is another point, if you just glance 
at V.8 you will see the reason for it, we have included 
privately held timber under tree farm licences. This has 
extended the life of this timber I think beyond the 
economic features of the capital .cost allowance. In 
other words I don't find anything to quarrel with when 
the Tax Department in its wisdom sayS you divide the 
quantity into price and establish an amortization rate 
which you use for taxable cost over capital cost 
allowance but when you inject that timber into a 
perpetual yield | you may lengthen this eut disportortiont 


ately. It may be many decades before the timber cut. 
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Most of tree farm licences require in their terms a 
high proportion of government timber, Crown timber each 
year. You can't get one and carry on with your own. 
You have to use both sources of timber. As a result of 
that I think -- the investment concept of capital cost 
allowance comes into play. If you notice in the capital 
cost allowance on many occasions the assets no longer 
exist which you are allowed to depreciate for tax 
purposes. mabe must be something more than: just 
physical diminution of value going on in the minds of 
legislators at that stage. They say you may have your 
investments back in this manner. 

The suggestion here in V.10 is that if that 
applies it is too long. We would like to place a maximum 
period on the time that a taxpayer has to wait for 
his allowance. 

MR. STEWART: In other words there is a 
dual aspect to this paragraph as I understand it, the 
one being that on historical cost or on replacement 
cost basis it may still take a considerable time to 
recover, to obtain depletion even if your units are 
being worked, but the other aspect is that if a particula 
limit is not being worked for a considerable period the 
time for recovery is extended well after. 

MR. CHAMBERS: Yes. 

MR. STEWART: Is that second aspect really 
of great importance in the industry? 

MR. MAHOOD: I wonder if I could as a 
forester talk to the question of timber limits being 


worked in B.C. It is quite unique from the rest of 
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Canada with the tree farm licence. We are not limited 

on thatparticular piece of ground that is being worked, 
in fact, because of the allowable Act, while you may 

have timber some distance away you can cut another area - 
what we are talking about here is the physical action 

of having to put that material into operation, into the 
working plant whereas under the former practice of cuttin 
you may have visualized cutting out and recovering the 
capital within five, ten, fifteen years. Now, under 

this plan in many instances they are not going to recover 
anything for 50, 60 years if you agree to liquidate 
existing mature timber over that period. 

MR. STEWART: Under the current practice of 
the Tax Department are you not permitted to claim depletion 
on a limit which is included in this area but which does | 
not happen to be'in the process of being liquidated? 

MR. CHAMBERS: I think the reason for that 
is when the rest of the timber is injected by the Crown 
and there is no purchase price beyond stumpage at the 
time of cut. It could be see simple*prolonging -- 
it: is possible for the timber held in fee simple, this 
you can inject in the tree farm licence and 
with Crown timber, there is no tax, possible tax because 
there is the question of cutting and paying rateson 
stumpage and taking it away. We were thinking of the 
possibility of a separate clause to be extended to the 
whole area. 

MR, STEWART: What I was really asking was 
whether in practice now that you have this tree farm 


concept the Department still considers that the area within 
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the tree farm will. consist of several classes for deprec- 
lation purposes. 

MR. HOFFMEISTER: That is right. 

MR. CHAMBERS: Yes, it is quite experimental. 
I think that well-recognized physical limits making up 
the tree farm licence -- I think it is a long way when 
somebody will persuade them the entire tree farm licence 
is one limit, one class. This will not, notwithstanding, 
take care of the problem because I don't think that that 
will ever permit you to amortize on the Crown cut. In 
other words you have these classification problems. 
Let us say you have a mature big tree and we are now 
cutting towards rotation -- it may happen that for 80 
years you will be cutting off the mature so that the 


theory would be in the last year of the crop rotation 
you would be cutting your timber, your mature timber. 
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COMMISSIONER BEAUVAIS: That is selected cut 

MR, CHAMBERS: Yes, but your question was, I 
think, this: That could we not deplete that as a 
single class and I think the reason there is that you 
never would get the Tax Department in all conscience to 
admit that the production came from your property 
because the production of these intervening years will 
come from t he Crown, 

MR, STEWART: If the property forms one 
class, for capital cost allowance purposes, and you 
have an accumulated amount of depletion in respect to 
property of that particular class, then you may be 
entitled to take that in relation to the production 
from that class? 

MR. CHAMBERS: That is what I say. I think 
the difficulty there is that there is no production 
from the property. I am speaking now property as a 
class. He has no production. In the intervening years 
while he is out cutting Crown timber, he has no 
production from his own property. This is the 
property that was injected into this entire limit. 

If he says now I had 50 million feet this year 
production, they say where? It came from the Crown. 
You can't deplete your own property. We have 
established rates for you. Everything is fine. We 
have got this in one class or an average rate for the 
entire timber. When they come to the physical test 
of what production is from the property, I don't 
think they are permitted to borrow production from 


Crown lands. Stumpage and royalty is payable 
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immediately. 

THE CHAIRMAN: How does one measure income in 
this instance, in your accounts? 

MR. CHAMBERS: You are thinking in terms 
of the value of this particular timber we are 
introducing? 

THE CHAIRMAN: It is the end timber, it's the 
final cut at the end of the whole area before you write 
it off in your books. 

MR. CHAMBERS: At any time you can pull it 
out of that agreement, so that we as accountants, we 
just say you still have that asset. You haven't given 
it back to the Crown. If this were the case, you 
would have justification for a write-off. 

THE CHAIRMAN: You probably, just as [I do, 
deplore the necessary departure from proper determinat- 
ion of income in order to arrive at taxable income 
and here you are coming at it again. Perhaps it is 
the only way to do it. I don't know. I wish you could 
find something which would form good accounting. 

COMMISSIONER PERRY: One thing that bothers 
me is that I really cannot see why they are 
alternatives, This seems to be designed for two 
purposes, You should be asking for both of them. 

MR, CHAMBERS: They are not incompatible. 

COMMISSIONER PERRY: It would be nice to 
get either one. I will agree with that. 

MR. CHAMBERS: In saying they are not 
incompatible, I am strongly hinting that there is a 


possibility that we might ._ get both. We don't really 
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1 have to use the word alternative. 

2 COMMISSIONER PERRY: The first one was 

3 designed for the timber you are cutting on purchase 

4 lease where you say, in effect, you want a larger 

5 allowance and the second is where you are not cutting. 
6 MR, CHAMBERS: Yes. 

7 COMMISSIONER PERRY: Where you say you want 
8 Some allowance, 

9 MR, HOFFMEISTER: I think here we would like 


10 very much to have both. 


11 COMMISSIONER PERRY: Don't misunderstand. I 
12 have become your advocate. 
13 MR, HOFFMEISTER: We assumed that. I think 


14 it might be pointed out here that the working plan 


15 covered the tree farm license; it does not take into 
16 consideration the problem of depletion. The working 
17 pian is worked out according to drainage, according to 


18 quality and species that are required in order to 

19 permit an orderly operation of the company concerned 

20 and it could be that in this year the particular 

2A working plan with some owned’ timber; privately owned £1 
22\ber, either Crown ugrant or licensed, it could be that the 


23 plan would operate for ten years without any of the 


24 private timber being used, and this is the problem 

25 which Mr. Chambers has been referring to. 

26 THE CHAIRMAN: I realize this. I wish Mr. 

27 Chambers would change his accounting and come forward 
28 and say this is the right way to do the accounting. 

29 MR, RANKIN: I think Mr. Perry has put his 


30 finger on our problem. What we are trying to do is 
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improve the rate of return in the industry and to 
activate it for further growth. If we can recover 
this capital that is locked in, and maybe locked in 
for ninety years, we can then go out and acquire more 
timber and expand. Right now each of the larger 
companies have a block of capital tied up, that you 
might say is unproductive, and it is going to stay 
there for an awfully long time. 

I think this inhibits the growth of the 
industry and certainly lowers the rate of return. 

MR, MAHOOD: It might be interesting to 
point out in the sense at this point the competitive 
situation, in respect to the United States and the 
Canadian companies. I have in front of me two 
illustrations of American companies who have, as a 
result of this allowance, and so on, have effected -- 
Georgia Pacific Corporation, they have an effective 
tax rate of 32 per cent, as a corporate tax. The 

Weyerhaeuser Timber Company had in 1962 26.7 per cent 
against the 50 per cent which our industry is bearing 
in this area. This underlines what we are talking 
about, in a competitive sense. This is what has 
transpired in the Georgia Pacific, Northwest United 
States and the whole United States. 

MR. STEWART: Are these reduced rates, in 
the case of those two companies, dué basically to 

, Gepletion. . allowance? 

MR. MAHOOD: Due to the treatment of the 

replacement cost. 


COMMISSIONER PERRY: I hope they are not also 
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cooperatives? 

MR, MAHOOD: No, they are not. 

MR, CHAMBERS: We have no information on this 
particular point. We just assumed that this is what 
is doing it. There is nothing else in their accounting 
notes to indicate there is any other reason for these 
Spectacularly low rates, 

MR, MAHOOD: That is quite correct. We took 
these from their statement, 

COMMISSIONER BEAUVAIS: When you a@equire Crown 
Land in British Columbia is it just for one year or 
for a certain number of years? 

MR, CHAMBERS: It depends. They had Crown 
lands -- this will be in fee simple. This will be 
in perpetuity. There are other forms of timber that 
you can obtain, such as a right given to one party 
and given for practically until the timber is cut, 
the timber that is on that lot. He has the right to 
enter and cut that timber. This «can be solid privately 
over the years between the parties. 

COMMISSIONER BEAUVAIS: I am comparing that 
with the Quebec situation. In wuebec you xquire land 
from the Crown with the right to cut and it might cost 
you a few hundred thousand dollars but this can be 
revoked at the end of each year. That is an annual 
license. 

MR, CHAMBERS: I think the license which 
compares closely with that is our tree farm license, 
which is subject to this agreement. 


COMMISSIONER BEAUVAIS: That would make me 
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think the rate of depletion should be accelerated 
because you can be deprived of your property after one 
year. 

MR, CHAMBERS: That would be true of the 
Crown property, the Crown property placed at yur 
disposal, but if the tree farm licenses are revoked, 
you regain your own rights in fee simple. In fact, 
you never give it up. 

MR. MAHOOD: JI think sir there is a little 
distinction between what transpires in Quebec and 
British Columbia. In the tree farm licewses, in the 
majority of the tree farm licenses the company who 
made the contract with the Government had large timber 
holdings in fee simple or perpetual leases from the 
Crown for which they made an agreement to put their 
private ownership into a Crown ownership to farm with 
this new unit called the tree farm license, 

Now this tree farm license requires annual 
performance, a whole series of conditions. One must 
cut the allowable cut . every year, and so on. At any 
time that the contract is cancelled, for one reason 
or another, the private timber which had been put 
in is returned to the former owner. 

COMMISSIONER BEAUVAIS: What bothers me is 
that in fact after ten years, for instance, because 
you mentioned a rate of 10 per cent, you might have 
on your timber lMmit as much wood as at the start 
if you carry on the selective cut, isn't that true? 
Because you have the mtural growth every year. 


MR. MAHOOD: This is one of the undertakings 
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of the tree farm license that you must replace the 
growth which you cut, 

COMMISSIONER BEAUVAIS: So you have about 
the same? 

MR. MAHOOD: This growth which is replaced 
belongs to the Crown. It does not belong to you, 

COMMISSIONER BEAUVAIS: If you are doing 
that, after ten years it means that you would have 
recovered your own cost and yet you would have probably 
as much wood as at the start. Isn't that a fact? 

MR. CHAMBERS: That is true. That is also 
true with regard to depreciation of a building. You 
may fully depreciate a building -- I realize this is 
mathematically possible, you get it down to a fraction 
and still have a tmiiliding. 

COMMISSIONER BEAUVAIS: Yes, but the 
building is probably outmoded at that time, but not 
trees. The trees are as good after ten years as they 
are at the beginning. 

MR. CHAMBERS: The idea here is that there is 
a contractwl: investment concept in the capital cost 
allowance. They do not really measure it in terms of 
the physical reduction in value. They simply say 
well you may have your money back or our share of the 
money back, if you like, over a period of time. 

MR. MAHOOD: What we are talking about here 
is there is an inittetr investment in the original 
purchase of the mature timber. This is returned in 
the way of depletion, to get this capital return. At 


the same time that you are logging that timber, you are 
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making an additional expenditure every year to replant 
that forrest, which costs so that you have two types 
of costs, 

COMMISSIONER BEAUVAIS: But what you spend 
every year is charged against income? 

MR, MAHOOD: That is correct. 

COMMISSIONER BEAUVAIS: It is not capitalized. 
Another thing: How would you value the timber today, 
standing timber for depletion purpose? 

MR, CHAMBERS: I think -- this is in British 
Columbia at any rate, we have a fairly realistic system 
of timber value in that the Crown are most interested 
in this particular aspect and are constantly valuing 
timber for their own sales purposes and we just 
perhaps align oursehés with them. I would think that 
other governments, Provincial Governments are probably 
in the same situation, They may not be quite as 
active and as aggressive as British Columbia put 
this supplies us with an ideal price structure. Not 
an ideal price, an ideal system I should say. 

COMMISSIONER GRANT: I judge that you acquire, 
or a company acquires its timber rights in three ways: 
One is through outright ownership of real estate, of 
land. Two: by the acquisition of Crown property 
through purchase, through outright purchase from the 
Crown? 

MR, CHAMBERS: That would be No. 1. 

COMMISSIONER GRANT: Or you may acyuire 
property from private owners? 


MR, CHAMBERS: Yes, but it would be in fee 
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1 simple. 
2 COMMISSIONER GRANT: Both of those come to 


3 the company as outright ownership, whethervfrom. the 


4 Crown or from the individual, the company owns them in 
5 fee simple, ‘The third would be all cutting rights for 
6 which, you would pay on a stumpage basis. 

7 MR, CHAMBERS: I think really you might say 


four because there are two distinctions there to make 
on cutting rights. One is cutting rights have been 
given on a particular limit some time ago by what we 
call timber licenses. Now these licenses were merely 
giving you the right to cut and they even imposed 
a royalty. ‘They imposed a royalty not by way of 
Act of Parliament, but just said this is it, this is 
what you pay. It is a fairly nominal sum to the 
Crown, and the value assigned is the difference between 
the market value and royalty, the capitalized value. 
Then, of course, you could deal directly with the 
Government. You could say I want some timber. They 
will say all rightchere is the timber, then for that 
source no price is mentioned at this particular time. 
No price mentioned for the land. The price now is just 
for the trees that you are going to take out, so much 
a thousand on the spot. This is a tax sale. It is a 
public auction basis. 
MR, STEWART: Well now I would like to address 
myself for a moment to the question of the present 
sepment of the Act and the regulations. In doing that 
we will perhaps touch on one or two points that 


have already emerged, but you are all familiar, of 
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course, with the fact that depletion, so far as your 
industry is concerned, is now provided for under the 
regulations passed under Section 11(1)(a) of the Act 
which deals with capital cost, Hotwithstanding the 
fact. that under Section 11(1)(b) provision is made 
for a deduction of allowance in respect of, among 
other things, timber limits. 

Now I wonder if you gentiemen have at any 
stage of the game received from the Department or 
elsewhere any explanation of the fact that the 
depletion regulations which concern your industry have 
been passed under 11(1)(a) rather than 11(1)(b)? 

MR, CHAMBERS: None whatsoever, 

MR, STEWART: The reason I ask that question 
is this: You may recall that in 1957 at the annual 
meeting of the Canadian Tax Foundation there was a 
discussion of the forest industry which was under the 
general subject "Forestry Tenures and Tax". 
My recollection is that this occurred shortly after 
Mr. Moore's book came out which was called "Forestry 
Tenures and Taxes in Canada", and at page 112 of the 
report of those 1957 proceedings, one of the speakers 
was Mr. Godwin of Ontario Paper. Mr. Godwin suggested, 
at page 112 that the proper word to use in relation 
to the type of allowance we have been’ talking.about: is npt 
really depletion at all. He said, and I will perhaps 
read a paragraph from page 112: 

"The word 'deplete' means 
to exhaust or to empty. It 


describes the process of tapping 
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an oil reservoir or digging ore 

from amine. It describes a 

logging operation where a mature 

stand of trees is sold and removed 

without provision for renewal. It 

was obviously applied to the forest 

industry in the days when timber 

operators bought or acquired 

mature timber with every intention 

of lquidating in -the shortest 

possible time. It is a term to 

be used in application to an 

immediate saleable, non-renewable 

natural resource product yet, in 

forestry and under Federal tax 

law interpretation it has come to 

mean a form of capital recovery 

allowance only effective when the 

forest crop is big enough to cut”. 

Now those, of course, are Mr. Godwin's 
comments but having regard to the realities of the 
forest industry at the moment, have you any views on 
the question whether we are really dealing with 
depletion in the strict sense or whether we are dealing 


with a capital cost allowance? 
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MR. CHAMBERS: Well, Mr. Chairman, Mr. 
Stewarts the reasons, the decisions of the Appeal Board 
on this question gave might answer that. It is the 
only answer we vat cite to you at the moment. I think 
this is the first time the point has come up and I think 
outside the appeal we assume that those decisions 
represent the law, and I understand both Mr. Fisher 
and Mr. Fordham's decision -- decided that recapture 
applied to depreciable property and this was interpreted 
to relate to timber that was cut. I think one of then, 
Mr. Fordham said a tree cut is a tree -pone,. a tree 
taken away. We admit the anomaly that existed and still 
does fin the regulations being made on I1(1)a) instead 
of {11(1)(b) and -' it is perhaps true that this is a 
Sloppy bit of drafting, sloppy bit of implementing of 
regulations. The clear intent and purpose of the Act 

MR. STEWART: I think the question I am 
raising is whether it is sloppy at all. One of these 
decisions, at any rate, is under appeal and it is 
impossible to say what the result would be, but are we 
not concerned here with the renewahleresources and when 
we are dealing with renewable resources may it not be 
that the question of allowance on capital investment 
should be dealt with under a general ge pie tin leh (Prene- 
work rather than under depletion framework? 

MR, CHAMBERS: May I say here two things 
in connection with this particular point, Mr. Stewart. 
First of all with regard to the question you raised 
earlier about this beingia renewatkasset, now getting 


back to the accounting thaght, the asset we have today will 
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not be renewed on the basis of crop rotation. 

MR. STEWART: On the basis -- ? 

MR, CHAMBERS: On the basis of crop 
rotation and the asset: we will have next time around 
is a totally different asset from the one we have nom. 
The one we have is a gigantic tree possibly 500 years 
old, most of them around 360 years old. These are trees 
of immense size and'immense value from the forest indust 
viewpoint. The next time eer are going to have is 
trees where it is virtually impossible to get clear 
lumber, structuraltimber, The next ones we get we will 
be more or less measaiea pens in the pulp business. This 
changes it. We pay for wood, mature wood. These are 
the difigures «we have on our books, At the moment 
they are worth even more than we have on our books. 

That is point one. 

I would like also to give a little historical 
background on 11(1)(a) and 11(1)(b) in connection with 
it being sloppy. I thinkiit is deliberate and slightly 
fiendish. What happened here was that when the new Act 
came up another attempt was made by the forest industry 
to get some form of replacement recommendation, recommend 
ation of replacement values in the timber. At the last 
moment the lawmakers made a switch and they said we 
will take out 11(1)(a) and put you under 11(1)(b) where 
cost is no longer the limiting factor. That is correct. 
11(1)(a) is cost and 11(1)(b) has no limiting factor 
at all. We ones this was a significant victory. It 


was a last minute change in the Bill, and I think if you 


read the transcripts at that time I think it was between 
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the first and second reading that the Bill was changed. 
This exchange was made and timber Limits: were ingected in 
11(1)(b). We were rather hopeful in the disposition. We 


thought the framework of it to be the regulations we 


proposed, but they were never used, they were never util- 
ized in any way, shape or form. They simply went ahead 
and made regulations under 11(1)(a) and ignored 11(1)(b). 
MR. STEWART: I would like to come to the 
question of recapture at the moment, and notwithstanding 
that we don't know what the result of the current 
litigation may be, if this allowance is related to cost, 
whether it is properly so related or not, if it is 
related to cost ited we are dealing with renewable 
resources. If you come to seiia limit which is, let 


us say partially logged as opposed to one that has been 


completely logged and if you recover on that disposition 


more than your undepreciated capital cost is it or is it 
not reasonable that a normal recapture concept should 
be applied? 

MR. CHAMBERS: I would say under all | 
circumstances, notwithstanding these decisions, I would 
say it would be unreasonable to presume that recapture 
applies. Recapture, I think, is an indication that an 
allowance in the past is° now subject to correction by 
factsat the present time. Taking a solid asset such as 
a building you have allowed too much for this and you 
are now correcting it through recapture. It is only 
because the adver is there in front of you. to make this 


decision. In the case of timber you can't have a 


correction. What you are really doing is making a second 
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F4ifmistake, You have made, apparently, if the value of what 
is left is greater than undepreciated capital cost -- 
there is we taarten Bee possibly that the allowance may have 
been high. :.I don't know. This could be or could not 
be, but let us say this assumption, to acquire what is 
left is obviously wrong -- recapture has to apply to 
an existing asset. How can the place -- no buyer in 
his right mind is now going to say I am going to give 
you an extra $10,000 for the fact that the trees are not 
there and are worth more or would be worth more if they 
were there. He is looking at what is left so he is 
buying what is left and that has not been depleted so 
no charge or claim can be made here, 

MR. STEWART: Does it come down to the 
definition of what an asset is. If you consider that 
a particular limit is acquired the asset is growing 
timber on the limit as it may exist from time to time 
and if the authorities give you an allowance in: respect 
of your capital cost of that asset -- that is growing 
timber as it may exist from time to time -- if at 
some future stage you sell that asset, mainly the 
growing timber as it exists at that particular time and 
you do recover more than undepreciated capital cost, 
is there not logic:.. in saying that the recovery to 
the extent of the capital cost allowance taken should 
be brought back in? 

MR. CHAMBERS: Well, I just said I don't 


see how this particular price paid can have anything to 


do with the trees that have been removed because the 


buyer must arrive at the site and look at what is there. | 
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You are thinking in terms of growing sites, thinking in 
terms of residual value. This is another factor, I am ndt 
proposing. to inject residual reciac in tic: Capital 
cost allowance are supposed to allow for that adequately. 
MR. STEWART: Yes, I am just speaking as to 
how this came about. I think you are approaching this, 
and I don't say you are wrong, from the point of view 
of depletion and the Department appears to be approach- 
ing from the point of view of cost, capital cost allow- 
ance, and it seems to me at the moment that there are 
arguments both ways. 
MR. CHAMBERS: You don't forget in giving 
an allowance under 11(1)(a) they still look at it as a 
very different type of asset. They said what is the 
quantity there -- that gives you a unit price on every 
tree you took out. 
MR. STEWART: Is it not really an applicatior 
of the normal procedure eas you recover capital cost 
of assets over a period oftheir useful life? 
MR. CHAMBERS: Measurements? | 
MR. STEWART: Yes. | 
MR. CHAMBERS: In fact that measurement -- 
they can't have imecapture apply: to suchia method. | 
MR. STEWART: They do it in cases of other 
assets. 
MR. CHAMBERS: Because they don't have such 
a measure. For example take a machine that can do 
10,000 units, it is a dwindling in size, it just 
disappears after 10,000 units. I think that would give 


capital cost allowance to so much a unit. Once again, 
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I don't see how recapture can apply when you are still 
selling what is left. 

MR. STEWART; In any event you recover your 
cost out of production as it occurs. Let me ask you 
one further question or two about this replacement value 
method. Let us suppose that at the time a particular 
limit is acquired: an amount of depletion per unit is 
X and that we go on this replacement method which you 
suggest, replacement cost method and at the end of a 
period of say, 15 years, the replacement value of what | 


you are taking off at the time has gone up to 2X, and 


to make it simple let us assume that this particular 
point you revalue and you then take depletion on the 
basis of 2X per unit. Well, let us suppose -- I realize | 
this is probably not the way it would happen, let us 

Suppose at the end of 25 years from the time of the | 


original purchase; you have recovered on this replacement | 
method substantially more than the original cost and : 
at the end of the 25 years the replacement value suddenly; 
goes up to 3X. Does the replacement method mean that 

the amount of depletion that yau recover it not related | 
in any way to the original cost and that as years go 


by and the price rises as'a result of inflation and other) 


limit is always -- may always be of an increasing rate 
and go on indefinitely. 

MR, CHAMBERS: It would keep pace with the 
market, but it wouldn't be subject to the violent 
fluctuations in total because if they went from 2X to 


factors your depletion in reppect of a particular 
3X it would just apply to the particular cut and another 
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year it must get down to 2X or up to 4X. It would keep 
pace with the current value of the timber. 

MR, STEWART: So that it is not in any way 
related to the original cost. 

MR. CHAMBERS: The suggestion is as far as 
the original cost is concerned you would pick it vw with 
capital cost allowance and the excess would be the 
allowance that we refer to, the special allowance 
referred to now. This is the way they do it in the 
United States, they refer to it as the difference between 
the cost and market. | 

MR, STEWART: Yes, but on this basis the | 
replacement cost could always be moved up if market 
prices moved up. 

MR, CHAMBERS: Yes, in respect of that year's) 
cut. 

MR. STEWART: Yes. 

MR. CHAMBERS: So you have an average, a 
weighted average. 

MR, STEWART: If you paid $100,000 and you 
Subsequently increase -- the market price subsequently 
increased so that during the period of the increase you 


are getting a large allowance by virture of a write- 


| 
| 
| 
| 
off on that particular market value, if that market 
value on current production then goes down, does it 
follow that you must re-adjust your replacement price? 
MR, CHAMBERS: The varied market each year. 
MR. HOFFMEISTER: Of that particular year. | 
MR. STEWART: Well, now on page 21 of your 


brief in item C at the top of the page you deal with the | 
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of recapture to the sales « proceeds: of timber that 

has been depleted merely brings into taxation the 
inflated value of the timber. To what extent are there, 
in fact, in British Columbia sales of limits? 

MR. HOFFMEISTER: Well, Mr. Chairman, there 
are not very many but Mr. Mahood, who was with B.C. 
Forest Services for a number of years could possibly 
comment on that further. 

MR. MAHOOD: I would think in general terms 
this type of sale is rare because no one who is in bus- 
iness with a working plant under the annual allowable 
Act is going to dispose of his assets or any part of 
them. 

MR, STEWART: Well, this isn't a particularly 
serious problem, I take it. 

MR. MAHOOD: Whichisn'!t a problem? 

MR, STEWART: The question of recapture. 
You shake your head, Mr. Mahood. Does that mean the 
answer is no? 

MR, MAHOOD: Well, it is rare, but when 
it applies it strictly applies as a vengence. 

COMMISSIONER -BEAUVAIS: What about any 
exchange? 

MR, MAHOOD: Any’ what? 
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question of recapture and you suggest that the applicatio 
COMMISSIONER BEAUVAIS: Any €xchange. 
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MR. HODSON: We have had a couple of exhange 
transactions. I don't know whether it legally applies 
but as far as departmental practice is concerned, it is 
not attempted to calculate. 

MR. MAHOOD: I might mention that if the 
principle of recapture were applied here, it would be 
a serious deterrent to some very useful consolidation. 

MR. STEWART: While there may not be any 
disposition of cash, there may be a number of these 
exchanges of the source you mention? 

MR. MAHOOD: Yes. 

MR, STEWART: Now the proceedings at the 1957 
tax conference that I mentioned, Mr. Moore who wrote 
that book, was present but actually the point that I 
wanted to put to you at the moment comes not from the 
Conference proceedings but from Mr. Moore's book with 
which I am sure you are familiar. It is called 
"Forestry Tenure and Taxes in Canada", and it was 
published under the auspices of the Canadian Tax 
Foundation in 1957. 

At page 227 where he is dealing with the 
question of depletion, he indicates that in the 
conversation he had had with representatives of the 
industry, while he was working on this book, there 
appeared to be remarkable little interest in 
depletion, and he says at page 227 this: 

"The small interest shown in 

the depletion allowances by persons 

interviewed may be attributable 


to their resignation to the present 
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allowances, In contrast, industry 

briefs submitted to the Federal 

Government at various ‘times 

have pressed strongly for a revision 

of the depletion allowances. The 

briefs cite a number of points to 

support their case," 

I will come to the pointS which Mr. Moore 
then proceeds to set out. His first point in substance 
is that the present law presents an inducement for 
the holder of a stand of timber to sell those stands 
en bloc and purchase other stands so that he can claim 
depletion on his higher cost. Now is this type of 
thing current at the moment? I would rather judge from 
what you have said that sales of this sort are not 
commOn in British Columbia at any rate. 

MR. RANKIN: Where this does come into play 
more is where you have acquired, or where an existing 
company has acquired a smaller company or acquired the 
position of an operator, and that operator wants a 
price. He will take into account the possibility of 
recapture. In fact, its recapture which is applied to 
it when you are buying out a smaller logger or another 
company. They naturally are looking at their net and 
want you to compensate them for this recapture. This 
is a big factor in a timber purchase. 

MR, STEWART: Well that situation, of course, 
would have been true presumably in 1957 because 
recapture had been in effect for some time then. 


Actually Mr. Moore, in his second point, rather puts it 


ee 


ai atuq wsttex .dntog haoses aici aha 


pai 


elie: dial os 
nofetves «Tat init hd ee 
on aeocewotre nokvelgeb etd te 


a 


of alateg to <edmun @ soto steted §° 9 8) 


’ Saco there dxeqqua 
stooM . 4 doldwetatiog elt o¢ Swap ftR 


ssustecua at dateg tetit eth .deo Sew oF Sbesoony dade 


1ol Jnemeovbnt tx ethewe1q wal suetenq odd Sadr et 
abasts esomd Lfek of ¢odmit to Brad “sto weblod edd 
atako aso ai J esit o8 BPaste weddo swariontwq bas cold ae 


to sqy elds ek wok iteo°o tedptd wid no aokvelqeb 


mort enbel tefvas biow I Saiemon eft vs toowine galt 


lott sta onoe Biel? Yo eefas dad Bisa eved woy Jame 
_9dex gas Jo) shiaeloS Meteiad at coniads 

velqg o¢at-sames seoh effigy stsiW cHIMIAR [ae 
anivetlxze 16 pore tO , borivoos sved soy etetiw el etoa 
aid béeskypse ta Yanqmoo wil ame 8 Csuimpos an VIBqMes 
& adnew twotsiego Jgiy Sas  Totstege as. to nolvteog 
to ychitckeseg sd¢ tawooss Otn! ster SEs ol =. sola 
ot Selfgqe of tlotdw swuvtiqeost B02 .Jast az _augqaoe 
aeftvods 9 regnol teliame o tuo gaye es Mey new IZ 
| bine Je\ “leds 2a zealoleel ste _llewssyent Yoedt .yebgmoo 


eldtT .ewvegesot Slat tot meni? steeneqnmos OF voy vanw 


secronug dodmid « Gk wetdst gif a at 


feqwos Yo .colvertts tend £0sw AANA A 


esteoed FECL nt ——, eats nebd eved Divo w . 


aecd7 subd shorn so? dost nt weed Bed — 


. 


ee ee ee 


ee 


mJ 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 4310 


the other way. He says that the industry has argued, 
that some of those concerned have argued that the 
present law increases the elimination of the small 
and medium sized independent. He goes on here and 
says: 

"In 1947 it was said that in 

British Columbia since 1940 there 

have been at least 37 sales of 

properties as going concerns. 

Only about five or six of the large 

operators are under the same 

management as they were at the 

beginning of the War." 

Now I suppose that if the people in question 
are the smaller people and they have incorporated 
companies so that they are in a position to sell 
shares rather than assets, the question of recapture 
would not arise but have you any comment on this 
question wheather the present depletion provisions have 
led to the disappearance of the small entrepreneur? 

MR. MAHOOD: No, I am quite confident that 
is wt the main reason sir or even a significant one, 
This buying and selling of small companies is going on 
in all industry, not just the pulp industry. 

THE CHAIRMAN: We will break for ten minutes. 
---A short recess, 

---Following short recess, 

MR. STEWART: Gentlemen, I think, because of 

the time factor, I perhaps better not go through Mr. 


Moore's list of ten points unless time permits at the 
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1 end. I would now like to switch, if you are agreeable, 
2 to another question, that of survey investigation and 
3 other intangible costs which you deait with on page 


4 28 of your brief. Now in paragraph 5.11 and 5.12 you 


5 suggest that certain types of expenditures which are 
6 apparently not now allowed should be treated as 
, deductible expenses in the computation of income or 


8 in certain cases should at the option of the taxpayer 
9 be capitalized and become subject to capital cost 

10 allowance, 

11 One type of expenditure you mention is 


12 feasibility studies and the other is the examination of 


13 timber areas but I wonder if you could enlarge a little 
14 bit on those particular two so that we can be sure 

15 exactly what you are driving at? 

16 MR, HOFFMEISTER: Mr. Chairman, just before 


17 asking Mr. Mahood to cover this point, I would like to 
18 mention on the subject of depletion that we are going 


19 into this particular item most exhaustively with the 


20 staff of the Commission and have already filed several 
21 exhibits with them and will continue to explore the 

22 matter in some detail, 

23 THE CHAIRMAN: You are meeting with them this 


afternoon? 

MR, HOFFMEISTER: Yes, that is right. 

MR, MAHOOD: Some of the illustrations as cost 
which may not be allowed,and which\experience has. been spotty 
on, -+. in some instances they have been allowed, 
others they have not but I would say others are the 


preliminary expenses of survey in preparing tree farm 
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“Om Bee 


1 license application, which now requires provincial 

2 legislation and I would say the exploratory 

3 investigation or feasibility studies to determine 
whether the property is acquired or not.».--- Mow in the 


British Columbia system of timber acquisition, it 


involves public bidding. There is quite often the 
fact that people will go and examine property, make 
such a bid but not acquire the property. In that 
instance, or in some instances such expense’s have been 
allowed and other expenses have not and this is 
generally the area aboutiwhich we are talking. We are 
hopeful of clarifying to ensure that they are in all 
cases treated in one fashion or the other. 

THE CHAIRMAN: What do you mean make a bid 
and not acquire? If you make a bid you contract to 
acquire. 

MR. MAHOOD: You may be the unsuccessful 
bidder in a public auction, 

THE CHAIRMAN: In most cases though you have 
made a survey and then you can capitalize the cost of 
the survey, and so forth? 

MR. CHAMBERS: All those things that you 
mention, yes, but they do not mention all of the 
expenses, The kw in British Columbia requires that 
they advertise, and it requires certification by 
a forester, ad one thing and another. that) theyiido.not. 

COMMISSIONER BEAUVAIS: Under the Federal 
Government law it is accepted. 

MR. CHAMBERS: MI think they just mention 


survey cruise,maps, and things of that nature. They 
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out legal and newspaper advertising. 

COMMISSIONER BEAUVAIS: But you are talking 
about the British Columbia law there? 

MR, CHAMBERS: No, talking about the fact. 
that British Columbia requires this type of 
expenditure and the Canadian law does not embrace them 
in this allowance, It is a very small point. 

COMMISSIONER BEAUVAIS: It is a very small 
point but if you do not acquire the limit, as I 
understand it, then it is not deductible and that is 
the very point that you are makang?%. 

MR, CHAMBERS: Yes, that is the major point. 

THE CHAIRMAN: That is recommendation 4, 

MR. CHAMBERS: That is right. 

MR, STEWART: Well I take it that during the 
discussion with our staff you can clarify still further 
(a) the cases on which you have found difficulty and 
the financial expenses allowed as current deductions, 
and (b) the cases where amounts which you think you 
should be entitled to capitalize have not been allowed 
under the present regulations. 

MR, CHAMBERS: Yes. 

MR, STEWART: I would like again to refer 
to Mr. Moore's book and this time at page 218 and I 
will read from about the middie sf that page: 

"Accordingly, so long as the 

taxpayer is engaged ih the business 

of holding and exploiting timber 

lands, current costs of his 


operations are allowed aS expenses 
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of the year because they are 

fairly directly related to the 

production of income, The first 

general rule then is that 

current costs can be claimed 

as incurred -- Crown stumpage 

charges, ground rents, fire 

protection charges and costs, 

land taxes, wages of foresters, 

logging and transportation 

expenses and costs of planting, 

seeding, or other operations 

undertaken to assure satisfactory 

regeneration, " 

Now that is a general proposition and as 
we have agreed, you will be indicating to our staff 
the respects in which certain current costs which 
you think should be deductible are not presently being 
allowed. 

Then Mr. Moore goes on to say that a few 
matters require special mention and one of these, the 
first of these is planting cost and he'isays that this 
qualifies as a current expense "If the volume of 
planting bears areasonable relation to the volume of 
cut in the year." 

He goes on to indicate if planting operations 
or to the extent that planting operations exceed this 
volume and are distinguishable as afforestation or 
reforestation expenditures rather than the replacement 


of trees being cut, they may be considered capital 
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items and cumulated in the depletion account, 

Now in the 1957 discussion, which I also 
refer to, there is a reference to this particular point 
of planting expense and Mr. Godwin, who is speaking 
on that particular point is critical of the Department's 
practice in that regard. He says this system, after 
describing it,"may be defensible on the grounds of 
taxation theory but it simply won't work if our 
objective is to cain more wood, establish more industry, 
provide more jobs, increase national income, and supply 
greater tax revenues to all levels of government. We 
need a principle which would recognize the contribution 
of those who augment a resource, and which will 
provide for the right to expense cost of forest 
establishment, or re-establishment, plus cost of 
Subsequent care, against income from any source", 

Could you indicate whether, so far as you 
people are concerned, this is a problem at the present 
time, a real problem and if so, what you think the 
solution should be? 

MR, MAHOOD: We do not regard it as a probiem, 
We think. what the administration is now doing is 
very effective and proper and in general terms, the 
planting, and so on, which is being done in British 
Columbia is being done ©n a contractual obligation 
with the provincial government and if you do not 
abide by that contract, you lose your right to the 
timber and therefore within that context his means of 
earning income in that year, 


MR. STEWART: Thank. you. Well then the second 
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point on page 218 was that -- these are points he felt 
deserved special mention. He said "almost all 
expenditures on roads are capital items eligible for 
depreciation, but some with a life of a single season 
or so may qualify as current expense," Now again as 
regards roads,is there any problem of securing proper 
allowance at the present time? 

MR, CHAMBERS: No. We have no problem Mr, 
Chairman with regard to roads. 

MR, STEWART: Then his third point relates to 
certain uncertainties which he indicates then exist 
aS regards the eligibility of outlays as current 
expenses of earning income when timber properties are 
not operated for long periods. He indicates that if 
a property is one of several occupied by the same 
company, but it is one on which logging operations ae 
not being conducted, the expense of holding the 
property: or the cost of holding the property may be 
viewed as current expenses since they are part of the 
overall woods operation of the taxpayer and therefore 
costs undertaken to produce income, "If the property 
not being operated is held by a party who conducts 
no logging operations, the costs may not qualify as 
current expenses..." aithough it may be possible to 
add them to the depreciation account for claiming 
at a later stage. 

Now have you any comment on this general 
question of costs incurred in relation to properties 
which are not currently being logged, apart from the 


comment that has already been made with regard to 
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depletion? 

MR. MAHOOD: I think we have no comment, 
This is working satisfactorily. 

MR, CHAMBERS: That remark pertains to the 
fifties, the early fifties I should imagine. Since that 
time there has been quite a bit of, in British Columbia 
at any rate, progress made in sustained yield. 

MR. STEWART: I would like to read again from 
the report of the 1957 Conference, that is Mr. Godwin 
at page i112: 

"There is also need for a 

better understanding of how certain 

costs in connection with forestry 

operations may be charged for 

income tax purposes, particularly 

with respect to outiays for timber 

«cruise, recurrent inventory surveys 

and for the preparation and 

revision of management plans. 

Present practice is to permit the 

accumulation of such costs in 

depletion account withndeductible 

allowance as timber is cut on a 

‘unity of production' basis. 

The operator cutting on a perpetual 

yield basis may recover such 

costs only over very long periods 

that may extend to fifty years -- 

or more. The law thus places another 


dgéterrent on good forest practice." 
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Now are these among the types of things 


that you mention in your brief and that require further 


work? 

MR. CHAMBERS: I think so, yes. 

MR. MAHOOD: Yes, 

MR, CHAMBERS: They haventtreally cleaned this 
up yet. 


MR, STEWART: Well now, if we could move on 
to a point which is dealt with on page 29 of your 
brief and I refer to the question of trade promotion 
in. foreign countries, which is dealt with in paragraph 
5.13 to 5.15 and your basic suggestion is that 
expenditures in support of trade Associations engaged 
in forest products promotion outside Canada be allowed 


at 150 per cent of actual expenditure, 
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MR. STEWART: Could I ask you in the first 
place whether expenditures of that nature are presently 
béing allowed on a 100 per cent basis? 

MR. HOFFMEISTER: Yes, they are. 

MR. STEWART: So that you are suggesting 
that the importance of export sales is such that the 
existing allowance such be increased? 

MR. HOFFMEISTER: That is right. 

MR. STEWART: Is there any reason here again 
for distinguishing between exports sales in this industry 
and other exports in other industries? Would you extend 
the principle to other export industries? 

MR. HOFFMEISTER: In the way of thinking of 
our own industry primarily, but IL tainke Le ekoeeee all 
Y Sadareten Uk Canada to exert every effort in developing 
markets they already have. and pioneering new markets. 


“I think the efforts .of the forest industry have not 


: hi been as great as they should have been in the development 


of markets such as Japan, the Australian market and 
Continental Europe. 

COMMISSIONER WALLS: Is this not meaning that 
the Federal Government will subsidize one-third of the 
expenditures of your salesmen going abroad? 

MR. HOFFMEISTER: Yes, not only a matter 
of sales -- I don't refer particularly to salesmen going 
abroad, but to engineers and wood promotional people 
working these different countries who are, in fact, 
| promoting wood. I am not referring to the felbw going 
over there to take an order, but rather wood promotion 


and market expansion programme. 
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THE CHAIRMAN: You believe this would 
increase the expenditures of trade associations which 
are engaged in these promotions? 

MR. HOFFMEISTER: Yes, I do. 

THE CHAIRMAN: Would you put it on for two 
years and take it off or do you think it is something 
that should be interminable? 

MR, HOFFMEISTER: I think it is a continuing 
problem and there should be the same’ inducement given to 
trade promotion as there is, for example, to research. 

COMMISSIONER PERRY: Do you have associations 
that are engaged exclusively in promotion: outside 
Canada? 

| MR, HOFFMEISTER: No, as part of their 
mie derddass For example, the B.C. Lumber Manufacturers' 
Association devotes, I should think, 70 odd per cent 
of its total budget to promotion of timber in different 
parts of the world. The Canadian Pulp and Paper 
Association, Caribou, Consolidated Red Cedar -- it 
doesn't apply in the case of B.C. Loggers' Association. 

MR. STEWART: There would hav to be some 
test that the activity was foreign exports promotion. 

MR, HOFFMEISTER: Yes, this relates only 
to the expenditures undertaken by associations relating 
to trade promotion. It doesn't take into account 
prevention programmes and similar items wouldn't come 
under that recommendation. 

MR. STEWART: With respect I don't think that 
is quite what it says. It says "expenses in support 


of trade associations engaged in forest products promotio 
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outside Canada". 

MR, HOFFMEISTER: Yes. Well, I think our 
intention is as I have described it. 

MR. STEWART: Yes. 

THE CHAIRMAN: Do you believe that the 
reason the United States has, according to the figures 
iopead has knocked the spots off this: country ain its 
exports of chemical wood pulp products to European 
countries, Asia, Africa and Pacific countries is because 
they are spending more money on promotion? 

MR. HOFFMEISTER: That enters into it. I 
think it is not possibly the main factor. I think the 
reason, my impression is in recent years the United 
eis has developed a position respecting pulp 
4 ee where they are now able to export some of 
their goods which were formerly used in their own 
jadceery in the United States. They are therefore 
' looking to broaden their markets and are able to compete 
with us. | 

THE CHAIRMAN: We should be abide to compete, 
should we not, our costs are usually lower than in the 
United States peeeeas our living standard is somewhere 
around 30 per cent lower. If our costs are not lower, 
why not? 

MR. HOFFMEISTER: We pointed out in the brief 
some of these things that concern us, for example 
timber depletion and the tax advantages that our 
principal competitors such as Weyerhausur: Timber and 
Georgia Pacific and others have. 


COMMISSIONER BERUVAIS: Our wages are lower 
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in Canada than the United States. 

MR. HOFFMEISTER: They are competitive with 
wages paid in the Pacific Northwest. Our wage scales 
in British Columbia are influenced more by the wage 
Scales in the Pacific Northwest than, for example in 
Eastern Canada. 

COMMISSIONER BEAUVAIS: They are higher on 
the Pacific Coast than in the east. 

MR. HOFFMEISTER: Yes, that is right. 

THE CHAIRMAN: Our wage: scales in this part 
of the world are generally 70 per cent comparatively 
to vie U.S. wagé scale or 75 per cent. Is that 25 greater 
than Central Canada? 

MR. HOFFMEISTER: Yes, we are of course 
j Seen higher because of the dramatic expansion of pulp 
production in recent years. 

MR. MAHOOD: The factor is the wage scale 

| in Central United States is substantially lower. 

THE CHAIRMAN: Thank you. 

MR. STEWART: Now, I observe on page 18 
of your brief, and I refer in particular to paragraph 
III.2 that you do not believe temporary and selective 
incentives such as ardlerétedcepreciation: which has just 
been introducéd will result in the investment of large 
. capital amounts over the longcterm, You are suggesting 
on page 29 .. an incentive for the export industry. 

MR, RANKIN: Mr. Commissioner, I think here 
we have in mind the incentive of the fast write-off such 
as was brought in in the recent budget of June of 


this year. We feel, sticking with our own companies that 
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this incentive was a terrific one because we were 
already engaged in one expansion, our first newsprint 
machine, and in view of that incentive we immediately 
abepped phase three -- we always have these expansions 
planned ahead of time. We immediately threw phase three 
into action in order to dbtain this fast write-off. Had 
we not had our engineering and planning done we wouldn't 
be in a position to take advantage of it. We believe 
that incentive for the fast write-off limited to a two- 
year period is not significant in the long To It 
doesn't motivate to carry out major expansions. That 

is what we — tfm2.° >. cWe think in the long 
term these selected and temporary incentives are not 


. Beally of importance,.c Fhe write-off which you refer 
| to, Mr. Stewart, woulid be a continuing incentive and 
as you know to promote, for instance plywood -- we are 
ie bow euvarind into plywood, plywood as an industry in 
Europe and this is a item of major expense and would 
'’ take three or four years to get intoeffect. 
MR. STEWART: Now, I come to the question of 
protectionist trade policies which you refer to on page 
9 in paragraph 1.13, and them:on page 21, at the bottom 
of page 21 and top of page 22 you are giving an example 
of the effect of protection, or the tariffs, at any 
_, rate on logging aut oneats On page 26 in V.2 you urge 
that the Canadian Government attempt to affect 
a ireduction inthe’ tariffs:on capital goods used’: 
in your industry. Have you anything that you would like 
to add verbally on this particular point? 
MR, HOFFMEISTER: I think not very much, 


Mr. Chairman beyond what we have expressed incour brief. 
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I think we made our positioniiquite clear.in the brief. 
If there are some specific questions? 

COMMISSIONER WALLS: I note that you quote 
that this is of a type not made in Canada. How much 
of the apparatus that is used in your industry is of 
a type not made in Canada? 

MR. HOFFMEISTER: I think a lot of it. 
Maybe one of the gentlemen representing the companies 
could hazard a guess at the percentage, but certainly 
ona substantial quantity. 

MR. HODSON: I don't know. I know some of 
the big paper machines that we are talking about, size 
and cost,are regarded as being a type not made in 
awa ane Canada can only produce a type up to a cemyann 
npesa and trim and size. It would be a very big item 
for the pulp and paper mills, not made in Canada. 

| COMMISSIONER BEAUVAIS: And electric drills, 
I don't think they are made here at all. 

MR. MAHOOD: No tractors made in Canada 
in a class suitable for the forest operation in British 
Columbia. 

THE CHAIRMAN: Why duty if it not competing 
with the Canadian manufacturer? 


MR. MAHOOD: There is considerable difficulty 


in the area of duty. To illustrate an example I am 


associated with a company that bought three service 

tank retriever machines just this spring, mounted machine 
to use for fire protection purposes. There has never 
been such a machine in Canada and probably never will 


be and it is called a class and kind made in Canada, 
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allegedly competitive with the bombadier snowmobile which 
is straining a lot of points. This can add three times 
to the cost. 

THE CHAIRMAN: In view of that you must have 
asked the question I have just asked many times. I 
am curious as to why there is a duty in those circum- 
stances. 

MR. MAHOOD: I think we are rather protection 
istic in this country. 

THE CHAIRMAN: What are we protecting our- 
selves from? 

MR. HOFFMEISTER: We object to it. 

COMMISSIONER WALLS: Is it not because the 
equipment is not specified in The Tariff Act and comes 
under NOP and it is very hard to give a class and kind 
classification. 

THE CHAIRMAN: What does NOP stand for? 

COMMISSIONER WALLS: Not otherwise mentioned }+- 
» I am not sure of the "B", 

MR. MAHOOD: Provided. ... 

MR. STEWART: Coming back to the paper machine, 
Mr. Hodson, is it not the case in the last few years the 
tariff was amended so as to keep the paper machines of 
a class or kind made in Canada? 

MR. CHAMBERS: There was an amendment after 
this decision was made by the Tariff Board, an. amendment 
was made to specify, atlbust metibtonting gpecifically 
that all pulp and paper machines were to be regarded 


as d@ a. kind made in Canada. That is a recent 


amendment. 
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THE CHAIRMAN: This isn't the Customs Board, 
thank heavens. 

COMMISSIONER GRANT: Mr. Stewart, speaking 
of increased costs in regard to high duty, perhaps I 
might be permitted to observe that I was particularly 
impressed by the grade of paper on which this brief was 
printed and on investigation I looked at the water mark 
and it would indicate to me, perhaps, it was made in 
the United States. 

MR. HOFFMEISTER: Mr. Chairman, I think even 
at that it might be consistent with our policy of freedom 
of trade, that of the forest industry of British 

, Columbia. 

MR. CHAMBERS: He will hear from us in this 
boeiwas 

MR, STEWART: Now, Mr. Chairman, moving on 

. to a point that is dealt with on page 26. 

THE CHAIRMAN: Page what? 

MR, STEWART: Page 26, This has to do with 
the amount of foreign capital in this country and in 
paragraph V.3 it is suggested that there is a continuing 
need for foreign capital and that these gentdemen 
don't consider the international flow of capital should 
be impeded. This paragraph is a very current problem 
-. in this country. May I ask if you could give us some 
idea as to what percentage of the equities of the 
* companies in your industry either in British Columbia 
or inthe country as a whole are held outside Canada? 

MR. HOFFMEISTER: Mr. Hodson of Crown 


Zellerbach I think could speak to this point in view of 
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the position of his company between Canada and the 
United States. 

MR. HODSON: To answer your question, Mr. 
Stewart, I don't think we could answer it reliably. We 
haven't got -- we haven't calculated the percentage 
of equity interest, but when referring to the U.S. 
ownership in B.C., in answering a question on a guestimate 
bagbis and sub ject to correction from my associates I 
would assume that of the industry in B.C. in the coastal 
section of the industry there would probably be something 
like 50 per cent interest, maybe that is a little high, 
sir, 

MR. STEWART: In the United States? 

MR. HODSONs: Yes, and getting into the 
7 interior the foreign interest would appear to be much 
heaver and probably get up to about 75 per cent. 

MR. MAHOOD: That would be a little high. 
You really can't get it because in many instances 
. wholesalers and so on in the United States are financing 
the operations in the sense of supplying working 
capital. 

MR. HOFFMEISTER: The matter of control 
‘ come: into it there, Mr. Chairman. ‘B.dot of the companies 
in the interior, small ry mill companies are controlled 
_ through sales contracts and that sort of thing. I would 
be incltiried to estimate that 50 per cent on the coast 
was a bit too high. I think it would be poeetaay closer 
to 45 per cent, a little lower, and the estimate in the 
interior is almost impossible to arrive at. 


MR, STEWART: Also in paragraph V.3 you 
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suggest withholding taxes are an element to be considered 


here. Have you any comments you would like to make on 
the recent budgetary proposals in the withholding tax 
area? 

MR. HODSON: Yes, I could, and I think it 
might be of interest to the Commission and my comments 
would be partly based on experience from my own company 


which is a subsidiary of a U.S. company. 
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1 Under the budget provisions of course to the 
2 extent that Canadian ownership is less than 25 per cent, 
3 the withholding tax is now 15 per cent. It will then 
4 go up to 20 per cent, if that situation is not right, 
a - At will drop to 10 per cent, so that currently with 
6 a 15 per cent withholding tax levied on dividends to 
7| non residents, the owners, I will relate this again 
to the United States, the effective rate of tax in 
Canada for Canadian profits based on U.S. ownership 
becomes 574 per cent. That is the 50 per cent 
corporation tax plus half of the 15 per cent withholding 
tax which is left after the corporation tax so as 
against a 574 per cent effective tax on Canadian 
profits, the U.S. effective rate, as you know, 1s 52 
per cent so in this general situation, and this would 
apply to all industry owned by the United States, there 
is a difference of 53 points. 

Another way of saying that would be that the 
U.S. owner would be retaining profits, if its operation 
was in Canada, of 423 per cent, whereas if those 
operations were located in the States, he would be 
retaining 48 per cent. 

THE CHAIRMAN: Shouldn't you correct that and 
say if his operation were in British Columbia? 

MR. CHAMBERS: Yes. 

THE CHAIRMAN: If his operation were in 
Ontario, I think it would be 593 per cent and he would 
be retaining 40% per cent. 

MR, HODSON: It is not quite correct. In 


British Columbia that difference would be-- the effective 
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1 rate of the Canadian tax would be still somewhat higher 
2 by about 13 per cent because there is a remnant of 

3 the British Columbia logging tax which I have not 

4 ineluded in my quote so that that is the general 

5 situation, What we are saying is that the U.S. owner 

6 by locating in Canada will be receiving 6 per cent 

7 less profit than he would be receiving if that plant 
had been located in the U.S. 

THE CHAIRMAN: Looking at the tax factor 
alone? 

MR, HODSON: By reason of the tax factor, That 
certainly would be an element in the decision to 
decide where to locate this plant because there are 
other countries or even in their own country there 
are -- I know there are other factors that enter into 
it, timber resources, labour rates, but this would 
become a consideration. 

As far as the situation in the forest 
industry is concerned, the variation is much more 
significant of course. While you would have this 573 
per cent effective rate in Canada, plus the logging 
tax in British Columbia, by reason of the special 
depletion allowance which we have been talking about. 
this morning, as far as the parent -- my company is 
concerned, their effective rate in 1952 was 42 per 
cent so that if there ws any decision to be made on 
a financial basis, they would be ‘ooking at it in 
terms of realizing if thbe’ plant were located in the- 
United States they would be retaining 58 per cent of 


profits. If it were to be located in Canada, or 
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British Columbia, they would be retaining 42 per cent 
or less and that represents a 26 per cent lower profit 
by location in Canada, assuming the same profit margin 
is met and I submit that becomes a very serious question 
and could be quite a factor in making that decision as 
to whether to come into Canada or mt. 

MR, STEWART: I take it Mr. Hodson that it 
follows from what you say if the Canadian rate were to 
increase to 20 per cent the problem is that much more 
difficult? 

MR, HODSON: That is correct. Not only that, 
I don't know what the current status is in the States 
but I think Mr. Kennedy has or is on the point of 
reducing the income tax rate in the States and of course 
it will come down from 52 per cent to 48 and that 
action is going to make this difference more acute. 

THE CHAIRMAN: Mry. Hodson there is one matter 
on the other side of this, I think. In the withholding 
tax there is the opportunity in the States for the 
pooling of all withholding taxes and I understand 
perhaps it is all taxes, not just withholding so that 
if one is taxed in one country at a low rate, he may 
average that With the higher rate which you refer to 
as being in Canada, 

MR, HODSON: That is correct. I think that. 
has been a recent amendment in the U.S. situation and 
the profits from foreign operations can be pooled and 
that could, probably on a temporary basis, grant them 
some relief because I think there has been quite a 


bit of concern in the Government circles in the United 
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“eM See 


1 States and it could very well be that with that avenue 

2 that they have, this would be closed, 

3 MR, STEWART: Mr. Hodson your figures, of coursel, 
4 are on the assumption that all the earnings of the 

5 Canadian subsidiary are distributed by way of 

6 dividends in the years that you are concerned with? 

7 MR, HODSON: That is «correct, yes. 

MR, STEWART: If a particular parent happens 
to be in a position that it can leave earnings in 
Canada fer expansion or other purposes, then the with- 
hoiding tax does not enter into it until the time of 
distribution occurs, 

MR, HODSON: I was quoting this on the basis 
of what would be important factors in decision making 
to locate in Canada and obviously that decision making 
would be ona long .term basis. It would certainly 
contemplate, I would suggest, dividends, 

THE CHAIRMAN: You believe that the parent 
company in making that decision to locate in Canada or 
the United States actually compares the rate of, as 
you say, 573 per cent? You think that is what they 
look at, do you? 

MR. HODSON: I think that is one aspect they 
most certainly look it. It is not the only aspect. but 
I am suggesting that in the forest industry, because 
of the 26 per cent differential,it is given serious 
consideration, 

I know, if I may quote it, when we built our 
mill, which was quite a substantial division on Vancouve 


Island, it cost about $55 million, and at that time the 
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“am ae 
1 rate of withholding tax was only 5 per cent, serious 
2 consideration was given to this because there were some 


3 Suggestions that this might be going up and it was 

4 touch and go for quite a bit of time as to whether that 
5 location wasi:'the most advisable. There were other 

6 locations but finally the decision was mde but to 

i answer your question by a specific illustration, it 

was very seriously considered, 

THE CHAIRMAN: Now one more question that I 
have on this particular point. I think it is important 
we get some views of what the prospective investor 
in this country considers. You point Out: that reva‘luatipn 
will bring the U.S. rate down considerably and I 
would assume in the year in which revaluation occurs, 
because I don't suppose they would revailue every year, 
whenever they revalue, they pay a 25 per cent capital 
gains tax, or maybe the rate in that year would go up, 
probably about 50 per cent. Is that right? 

MR. HODSON: As I understand the U.S. depletion 
system, they pay a 25 per cent rate each year on the 
revaluation of the timber cut in ‘that year. ' 

There would be no violent fiuctuation in  sthe effective 
rate because of what is known as the Batlily amendment, 
unless there was a substantial capital.outside the timber 
section which had an effect. 

THE CHAIRMAN: The figure you are quoting for 
the United States effective rate of tax includes that 
capital gains tax? 

MR, HODSON: Yes. This is after a provision 
of 25 per cent capital gains to reduce the rate in our 


forest in 1962 down to 42 that we quoted this morning 
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subject to the fact we do not exactly know how much 
is your depletion, 35 per cent, e7 per cent --- 

COMMISSIONER WALLS: Did I understand when 
you were outlining the various taxes that you face 
that you mentioredthe 10 per cent provincial logging 
tax amongst those? 

MR. HODSON: Yes. 

COMMISSIONER WALLS: Does that not today 
offset both Federal and Provincial to the extent of 
9 per cent? 

MR, HODSON: We have a 15 per cent residue 
which is still a burden in British Columbia. The 
British Columbia Provincial Government retained 9/50th 
tax. 

COMMISSIONER WALLS: It means really that 
9 per cent out of the total 10 per cent has been 
relieved, has been offset? 

MR, CHAMBERS: No, that is not quite right. 
The Federal Government took two-thirds relief, but 
the Provincial Government did not pick the cother 
one-third up. They picked only 18 per cent, 9/50ths, 
the relationship of the general tax; that left us 
with a small residue of approximately 15. 

MR. STEWART: You have indicated in British 
Columbia somewhere between 45 per cent and 75 per cent 
of the companies may be subject to foreign control 
through share ownership. The 45 per cent applies to 
the coastal region and the 75 per cent to the interior, 
In the normal case where there is foreign control is 


it 100 per cent ownership or virtually 100 per cent 
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woe bee 


1 ownership or is the normal case one where there is 
2 Canadian participation of at least 25 per cent? 
3 MR, HOFFMEISTER: We haven't precise figures 


4 with which to answer that question, 


5 MR, STEWART: As far as the major companies 
6 are concerned, are there any which are subject to 
7 foreign control in which there is a 25 per cent 


Canadian participaBion at the mmment? 

MR. RANKIN: We could state a few cases, 
Westminster Paper is 52 per cent owned, and therefore 
effectively controlled in uthe States, 

B.C. Forest Products was a wholly owned 
Canadian company until 1956 when, in order to achieve 
a market in the States for their entry in ‘the pulp 
field, they sold one million treasury shares which 
gave foreign, U.S. company a 29 per cent interest and 
today, as a result bf that, other Americans purchased 
on the strength of the Scott Paper case and they also 
came in and there are a lot of small U.S. shareholders, 
We are probably up around 50 per cent U.S. shareholders 
but still Canadian controlled. and..dominated. When I . 
Say that, ten out of fourteen on the Board are 
Canadians, 

MR, STEWART: I am thinking, of course, of 
the new rule relating to the withholding tax rate, 
What I am really getting at: Are there a good many 
companies in British Columbia which will now be subject 
tos the higher rate of withholding tax unless they 
increase their Canadian content? 


MR, HODSON: I don't know how you can answer 
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that. Crown Zellerbach would, of course, be 95 per 
cent U.S. owned, and I don't know. 

MR, MAHOOD: I wouid say in the interior this 
would be a significant problem. So many of these 
companies are wholly controlled by the U.S. and if 
they withdraw! ;from there or stagnate, and so on, so 
does the market because those people came from there, 
made their investment to acquire land. We have made 
this point that market and capital go together. If one 
is restricted, the other tends to be restricted. 

MR, STEWART: But the situation is somewhat 
different in the coastal area? 

MR, MAHOOD: The coastal area is dominated by 
five or six companies, I think two or three are wholly 
owned or almost whotly owned or foreign controlled. 
East Asiatic Canada, Crown Zellerbach, which is 
represented here. 

There is new British Caphtal that has just 
come in in British Columbia, bringing with it a market, 
of course, 

MR, HODSON: I am glad you indicated in your 
comment that you felt this was an important point 
because I have put down my comments more specifically 
and more elaborately in a memorandum, If you would 
like to have me leave this with the Secretary of the 
Commission, I will be glad to. 

THE CHAIRMAN: Thank you very much indeed. 

We would like to have that. 
MR, STEWART: Now if we could move, for a 


moment, to the question of provincial taxes and I refer, 
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of course, to B.C. taxes primarily and on page 8 of 
your brief, in paragraph 1.11 and in Exhibit D which is 
referred to there, you refer to the upward trend of 
provincial levies of one kind or another, and then on 
pages 16 and 17 you refer to provincial forest policies 
in paragraphs 11.22 to 11.25 and on page 21 at the 

top of the page you refer to annual ad valorem charges 
which your industry is subject to. Reference has also 
been made to logging taxes.and while, as Mr. Hodson 

has indicated this is not now deductible in British 
Columbia entirely it has become deductible as to 
approximately 85 per cent is it? 

MR, CHAMBERS: Yes. We figure it at about 
15 per cent, left. 

MR. STEWART: Do you consider-.that the 
Provincial taxes and charges which your industry pays 
in British Columbia are more onerous than -- let's 
leave logging taxes out of this, because it applies 
only in the two provinces, but leaving logging taxes 
aside, do you consider that provincial taxes and 
levies you pay in British Columbia are more onerous 
than the provincial taxes in other provinces? 

MR. MAHOOD: I think you can only answer that 
question in general terms and the answer would be yes 
in respect to the charges for booming grounds, roads, 
the taxes applied to pulp milis, roads used for 
logging and in this whole general area and in the 
field of stumpage, where the stumpage formula in 
itself is set out to be income tax in advance of 


cutting. It's an estimated income tax. 
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COMMISSIONER BEAUVAIS: What is the rate for 
the stumpage? 

MR, MAHOOD: It is a sliding scale arrangement 
where it is related to the selling price of lumber, 
where an estimate is made of the cost of production and 
stumpage prices determined, which in approximate terms 
takes 50 per cent of the margin between cost and 
selling price, of the estimated costand selling price 
and my increase in price thereafter the Crown takes 
80, 90 cents on every dollar increase in price. There 
is nothing like it elsewhere. in Canada. 

MR. STEWART: As far as the provincial sales 
taxes are concerned, is it a fact that British Columbia 
is one of only four provinces in which machinery and 


apparatus is subject to provincial sales tax? 
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MR. MAHOOD: Yes, it is also permitted for 


municipal taxes. 


MR. STEWART: Well, Mr. Chairman, I am not 
sure it is necessary to pursue the question of prov- 
incial taxation further. It isn't directly within the 
purview of this Commission. We are interested in the 
overall incidence of taxation . but we are making | 
recommendations to the Federal Government. 

COMMISSIONER WALLS: Exeept, Mr. Stewart, 
to the extent that where these extra taxes have been 
carried provincially are the reasons for a provincial 
group asking the Federal tax be amelinmmgtted to make 
ap: fx dt; 


MR. STEWART: Quite so. At the concluding 


portion of your brief on pages 29 to 31 you make a 


suggestion which bears on this whole quéstion of the 


| ovetall incidence of taxation. You suggest that the 
' Federal and Provincial authorities should cos#ordinate 


' their taxation as far as the resources industries are 


eoncerned and you suggest in particular that they should 
withdraw their taxes which inhibit econom@é growth of 
the resource industries. Now, I would just like to be 
sure I know which of the taxes dealt with in your brief 


you bring within that category mentioned at the top 


of page 31. I take it that sales tax would be a 


case in point to the extent that you have expressed 
criticism of them. 

MR. MAHOOD: Yes. 

MR. STEWART: What other specific taxes 


have you in mind at the top of page 31? 
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MR. MAHOOD: All these taxes which have 


(2) been discussed as taxes on capital, timber taxes assessed 


3 on the value of the inventory being held, paid annually, 
4 taxes on roads and works which are investment. We have 
5 in mind the fact only about one-half of the Province is 


6 now developed and that the higher these direct rates 
7 on investment and en cost of production,v machinery ‘and sulp- 
8] “plies, the higbker the effect that brings the economic 1i fur 
ther and further south. These taxes apply, the tougher the 
'. area the more cost of production the higher incidence 
of tax. 

MR. STEWART: Do you consider that taxes 
such as sales tax on this production machinery and so 
on are a serious factor in inhibiting economic growth 

© gn lton example, 18 the present level of corporate income). 
tax? If there were a choice would you pump for a 

yi: reduction of the general corporate tax rate or for 

” relief in some of these other fields? 

MR, HOFFMEISTER: Mr. Stewart, we wouldn't 
certainly turn our noses up at any suggestion to reduce 
the rate of corporate tax. We would like to see both 
happen. We feel that the Commission will be considering 
the aspects of corporation tax levels. In pointing out 
the affect of sales tax and the other taxes with which 

_ we have dealt in the brief we feel that these taxes 
indeed are an inhibiting factor in the development of 

|: our forest resources in British Columbia. I might illus- 

: trate it this way, that currently most of the deve lopment 

of our forest resources in British Columbia has been 


in the coastal region and in certain specific areas of 
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J31 the theerios: principdly the southern half of the 
2\' Province. We have had from time to time groupscoming 
3 into the Province to examine the prospects of pulp and 
4 paper or a general integrated deve lopment and currently 
5 we have, I think, Fone or five groups investing the 
6 possibilities of forest industry development. -- put it 
7 another way, at a certain point it becomes practical 
8 for pulp, for example, previous in the Kitimat area to 
9 be brought into production. Until that point is reached 
10 ' then it doesn't make any sense for people to come in 
11 with a new industry until existing companies such as 
1 i companies represented at this table today have been 
13 fully developed and every time anything happens that 
14| inhibits their advance to this situation, to the extent 
Eeyet of 41 a ton or $2 a thousand, whatever it may be, it 
16. tends to slow down the development of our forest 
171° resources and it is a fact that based on today's invent- 
2” 18'|"" ory of British Columbia we only utilize less than 50 
19);: per cent of the annual allowable, so we have a great 
20 _ distance to go. Our preoccupation at this hearing is 
21 principally in trying’ to remove these factors that are 
Z2 interfering with the development of our resources and 
pis are: threatening our competitive.position. 
24 MR. STEWART: So that it comes down to this, 
25 _ if your taxation could be reduced, as you indicate on 
26||' page 12 you may be able to increase production through 
27 |: development areas which until now have ist been possible 
28 |. to develop. You will be able, as you indicate on page 
29 13 to develop the necessary additional market and that 


30 has also been indicated this morning and, at least implie 
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JHA in the brief you will be able attract additional invest- 
Zit ment capital. So far as pricesare concerned, prices 
3 of the products, I suppose it comes down to this: that 
4 if taxes are reduced you will at least be more competitiv 
5 in the markets that you seek to serve; 
6 MR. HOFFMEISTER: Yes, that is right. I 
7 think it might be worth pointing out the other factors 
8 that enter into this situation, the competitive situation 
9 such things as the spectacular devélopment of forestry 
10 ' “practice in the southern pine region in the United 
11 States where they have the growing cyele of their timber 
12 to a point where ittms a good deal enHanced the growing 
13] capacity of their forests. The same thing is going on 
14] in Australia, New Zealand and some parts of South America 
i. twee special woods have been brought in and they are 
16], now developing large forest areas which in turn is 
a7| tending taliaKe them self-sufficient sassetetac forest 
- 18" products. Australia and New Zealand are getting to the 
19|| point they are competing with us in Japan with some 
20 _ groups of pulp and paper and it won't be long before 
21 they are even exporting Douglas Fir to some of the south 
22 countries in competition with us. This is another trend 
23 that is applying around the world which is a very 
24 serious factor in our competitive situation. The other 
25|| factors, such as the one I illustrate may make it 
26| necessary for us to be even more conscious of the subject 
27 | of being competitive than we have been so far. 
28 | THE CHAIRMAN: I didn't quite understand 
29|| this answer. I want to explore it a litie further. If 


30! you anticipate taxes be reduced 28, 36,:42, whatever is the 
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equivalent rate of tax for the chief competitor, the 
United States} you have suggested, Mr. Stewart, they 
would be more competitive. Does that mean they would 

be able to reduce prices to get into markets that are 
now closed to them such as Japan. I would be very 
doubtful whether a reduction in corporation tax is going 
to do very much towards enabling them to reduce the 
prices at which they sell their goods. I would be 


inclined to think it would operate more on the other 


; phase, mainly increase productivity and attract further 


investment, am I not right? 
MR, HOFFMEISTER: Yes. 
MR. CHAMBERS: Yes. 


THE CHAIRMAN: It wouldn't affect your 


| selling price. 


MR. MAHOOD: It wouldn't affect the selling 


‘ price at all. We don't set our selling price. We are 


, governed by the world price. 


THE CHAIRMAN: I never know what is meant 
by world price. You are competing withmher countries 
to get a certain price -- does that mean nobody: will 
undersell anybody else because there is a world price? 

MR. HOFFMEISTER: To try and illustrate my 


point in selling goods to the United Kingdom our largest 


2 competitor is basically Scandinavia. We may put up the 


price of hemlock $2 a thousand and the British will say 
that is too bad, chaps, we can still buy Scandinavian 
at $1 standard less or whatever it happens to be and 
therefore we have to conformito the Scandinavian or 


Russian or whatever price it is or we don't sedl. 
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THE CHAIRMAN: Why don't you knock a dollar 
off instead of $2 on? 

MR. HOFFMEISTER: There comes a point where 
there isn't a dollar to be knocked off without getting 
into trouble out here. We are doing everything we can 
to expand our market in the United Kingdom. This 
delegation that is going over next week is going for the 
prime purpose of establishing frame construction 
so we can get our two-inch dimension into the United 
Kingdom in quantity and give us another market besides 
the United States, quantity market for our dimension in 
ease a situation should develop such as the serious 
difficulties in 1932. 

THE CHAIRMAN: There must be a little bit 
E or megotintd on on price. Everybody doesn't accept 
everybody else's price and say that is the end of it. 
if There must be some ftnesse with regard to quotation. 

MR, HOFFMEISTER: The law of supply and 
demand is basically the thing. If the demand of the 
United Kingdom becomes much greater than the Scandinavian 
are able to supply then, of course, we are ina position 
to take advantage of it.and we can get a little bit 
more from our lumber, but as long as they are able to 


maké the supply we have no alternative but to meet 


1 their price. 


COMMISSIONER WALLS: This matter of 
world price doesn't mean there is a unifonm world price 
F.O.B. country of delivery. You negotiate in various 
areas for a competitive price. 


COMMISSIONER GRANT: Your market place is the 
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the world. 

THE CHAIRMAN: If that is the case, going 
back to where we came in, if these taxes are reduced, 
are you not in a better negotiating position with regard 
to price? Could you not when you go and meet your 
competitors put in bids which are otherwise more favour- 
able than you would otherwise do? 

MR, HOFFMEISTER: We definitely are in an 
improved condition any time we can reduce aur cost, 
regardless of whether it is a reduction in taxes or a 
reduction in wages or in any other cost, it improves 
our canpetitive position. 

THE CHAIRMAN: If income tax were cut down 


you might be able to improve the price which you are 


3 row quoting so as to increase your sales? I don't mean 


there is going to be a flat change in price across the 


‘ pboard, but I would assume that it would put you in a 


“ petter position to negotiage a price, am I right? 


MR. HOFFMEISTER: That is right. 

MR, STEWART: Mr. Chairman, I am a little 
at sea here at the moment because a couple of moments 
ago I understood these gentlemen to say somewhat 
categorically that a reduction of taxes would mot be t: 


‘passed on in any reduced price, that it would result 


in increase of profit and make the industry more attract- 


ive to other investors. Now the suggestion is that this 
world price might be affected after all. I am not sure 
which is paramount. 

MR. HOFFMEISTER: I don't think it is neces- 


sary for us to have a caucas. I don't think there is any 
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question about it, but a reduction in tax would 
certainly put us in a better competitive position any- 
way one wishes to look at it. 

THE CHAIRMAN: This is a very important 
matter for this Commission. People are coming before 
us and saying if we are to do better in the world market 
reduce our corporation tax. I am very curious as to 
whether a reduction in the corporation tax would enable 
Canadian eanaion to do better in its quotations or 
merely work the other way and attract more capital, improve 
facilities and thus reduce costs. There are two fronts. 
I would like to know whether both are open or just one. 
It may be a difficult question to answer. Maybe there 
isn't any final answer. If you would care to consider 
it ak your conveniente at any time and have any views 


to express as it affectS you people we would be very 


‘“-plad to here it. 


MR. HOFFMEISTER: We would be gitad to do it, 
sir. 

THE CHAIRMAN: I am prepared to leave it at 
that point. I don't, know whether the 6ther Commissioners 
are. I think it is too tough a one to beat around now. 

COMMISSIONER WALLS: We will let them have 
their caucus. 

MR. STEWART: Those are all my questions. 

THE CHAIRMAN: This has been a very interest 
ing morning for us, Mr. Hoffmeister and gentlemen. Tha 
you so much for your excéllent submission and for 
coming across the country and putting ina full 


morning. I understand you are going on this afternoon. 
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J9 1 We are extremely grateful. We need all the help we can 
2\' get and we would like more industries to come before a 
3 and tell us about their problems. We are doing all 
4 right, but this is the way to get information. Thank 
5 you very much indeed. 
6 MR. HOFFMEISTER: May I on behalf of my 
7 colleagues and myself express our appreciation for the 
8| courtestes that have been extended to us by you and | 
9 your colleagues this morning. We certainly have been 
10 given every opportunity to express the views of the 
11 industry and we are, indeed, grateful. 
12 I would also like to express our thanks to 
13| your staff who have been most helpful all the way throug 
14 in working out answers to the questionnaires and giving 
~ 145| us help and advice right along the line. I think the 
16 || fact that we did come down, shall we say, in great force, 
| ar is an indication of our interest in the problem and 
18" our desire to be as helpful as we can in providing answers 
19, to any questions that might be raised. 
20 || From here in until the task of the Commissio 
21 has been completed we are available to supply and would 
Bd be glad to supply any answer or information to your 
23 staff on any subject, whether contained in our brief 
24 or not, any subject of general interest that may develop. 
25 || THE CHAIRMAN: Thank you very much. It is 
26||' very good of you. 
27 | 7 | We will stand over until a week from Monday, 


23'|' October 28th at 9:30 in this room. 
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30 ON MONDAY, THE 28th DAY OF OCTOBER, 1963. 
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TORONTO, ONTARIO Monday UZH8 


October 28th, 1963 


---ON COMMENCING AT 9:30 A.M, 


THE CHAIRMAN: Well Mr. Secretary we might as 
well start. 

THE SECRETARY: Yes Mr. Chairman. The first 
brief this morning is being presented by the Canadian 
Owners and Pilots Association. This brief is before you 
Commissioners, and here to speak to the brief this morning 
is Mr. Bill Peppler who is manager of the Association, 

I would like to enter this brief into the 
record now as Exhibit 231. 

---EXHIBIT NO. 231: Brief of the Canadian 
Owners and Pilots 
Association, Ottawa. 
SUBMISSION OF 
THE CANADIAN OWNERS AND PILOTS ASSOCIATION 


Appearances Mr. W. Peppler 


THE CHAIRMAN: Thank you. Good morning 
Mr. Peppler. We have read your submission with interest 
and we will have some questions to put to you. Before 
we do, would you like to tell us a little more about your 
Association? The Canadian Owners and Pilots Association. 
You have got quite a few members, I assume. Are 
they mostly individuals or are they corporate members? 
You might care to enlarge on it a little bit. 

MR, PEPPLER: Thank you sir. I am manager of 
the Canadian Owners and Pilots Association which has 
five thousand members, approximately, right now. All of 
our members are air pilots. The majority of them 


are also aircraft owners. We are a national association 
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1 and the main purpose of having an association is in order 


2] to make representations to various Government Departments 


3/ in order to have legislation changed which will promote 

4 the usefulness of private aircraft. 

5 THE CHAIRMAN: Don't stand unless you care to 
6 do so; whichever you wish. 

7 MR, PEPPLER: Thank you. I would think that 


in the highlights of the brief that I could summarize 
by just reading two paragraphs, paragraphs 14 and 15: 
"14) Private aircraft used in 

"businesses permit executives to make more 
"business calls ina given time. At a time 
"when an executive's time is worth more than 
"ever before, private aircraft permit business 
"men to utilize their time to greater advantag 
"In this connection many executives, 
"salesmen and other businessmen desire to 
"substitute a private aircraft for an 
"automobile. 


"15) Whereas the appropriate Income 


"Tax Act section permits the users of automob 
"Sles for bushess purposes to claim capital 
"cost depreciation, the existing law does 

"not permit the person who wes a private 
"aircraft as a substitute for the auto- 
"mobile, in the case where he has granted an 
"allowable capital cost allowance for his auto 
"mobile, to claim capital cost allowance 

"Por his aircraft. This legislation should 


"be changed by adding the words ‘and/or Aircraft! 
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"after the word automobile wherever it appears 

Winethe Bote! 

Now I think that this is pretty well self- 
explanatory. We have several members who have found that 
it was more advantageous for them to use aircraft than 
an automobile. 

Not long ago I was at the Toronto Island 
Airport, just to give you an example, waiting for a 
ferry to cross over to the mainland with another gentle- 
man. We got talking. This man was over 4O years of 
age. He was a mechanical engineer for a ¢ompany which 
makes gears. He had to learn to fly an aircraft and 
to fly his aircraft even though he was over 40 years of 
age just in order to beat his competitors. 

He made calls at. Cleveland, Erie, Buffalo, 
Oshawa, Brockville, Bellevile, Kingston, Peterborough, 
the sort of circuit which is not used by airlines. 

He was working for another company 10 years 
ago. He was doing his rounds by driving. However, he 
found that by using his own private aircraft he was able 
to produce far more work in a lesser time and, therefore, 
the aircraft was a decided advantage to him over the 
automobile and whereas he could claim capital cost 
allowance for his automobile before, the existing law 
did not permit him to claim capital cost allowance for 
nis aircraft ; 

Now I mentioned before we represent five 
thousand aircraft owners and pilots but we have other 
people coming to us as an association asking us if we 


cannot do something about this situation and I have a 
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1! letter here from Gordon G. Collins and Company, certified 
2 public accountants, Toronto. I won't mention the man 


concerned about it, but I will read part of his letter to 


"As you point out in your letter, 
"capital cost allowance on aircraft is an allowable 
"item if the owner is a business i.e. company 
"owned aircraft and aircraft owned by prop- 
"rietorship or partnership business. In 
"Mr. case, however, his 
"corporation did not own the aircraft, he 
"owned it personally, and we attempted to 
"claim capital cost allowance as an 
"expense against the commission income that 
"he earned as an employee of his own 
"company. To the salaried or commissioned 


"employee, apparently the government is allow- 


"ing automobile capital cost allowance only. 
"The obvious solution is to have the 
"corporation own the aircraft. This however 
"would present problems other than those con- 
"cerning income tax. To obviate all problems 
"we have decided to have Mr. 
"receive from his corporation a rent for the 
"use of the airplane. He will then be in the 
"business of renting aircraft and we may 
"then legitimately claim capital cost 
"allowance under the provisions of the Act 
"as it now stands. While this solves Mr. 


’ 's problem, it of course does 
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"not solve the problems of those 
"individuals who do not own a corporation and 
"are not in the position to arrange their 
"affairs accordingly. 

"We wish you every success in having 
"the Act changed to eliminate this clause, whigh 
"makes the personal ownership of aircraft 
"prohibitive for commission salesmen from 
"an income tax standpoint. 

"Yours very truly, 


"Gordon G. Collins & Co." 
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Here is just a typical case where another 
group has come to us. They see the logic in having this 
changed and ask us if we cannot help to do it. 

We also notice that because the Act does 
not permit what we are after at the present time, you 
find companies trying to see how they can get around 
this in a certain way and here is a case where they 
decided one man has to go into the business of renting 
airplanes just to get around the existing laws so he 
can do.what he would like to do. 

LT would like to say at this time, if I may, 
that the entire Income Tax Act structure seems to be so 
very firm, .if.I may use that, word. lt seems to me where 
a principle is well-established, and by "principle" here 


I mean permitting a man who must use a certain vehicle 


| 
to help earn income,when that principle is established 
that he can claim capital cost allowance, you would think 
that the application of that principle could be made 
without going through a lot of effort. I can assure | 
VouUvhis.<ds- not hhe, case... | 

We have appealed to the Minister of Finance. | 
We have talked with the Director of Taxation. I persona 
had a meeting with them. They are always very sympathetic | 
but over a number of years we still have not got what | 

| 

we are after and other businessmen I have spoken to about | 
this, they cannot understand it because the principle 
is established. 

It's only the applicationof the principle. 
Who knows maybe there are people with motorcycles, maybe 


people with’ boats who also need this in order to help earn 
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income and if the Act is going to be hard to amend, as 


we have discovered that it is, it seems that in the years 


ahead a lot of people with sound reasons why they should | 


be able to claim capital cost allowance, are going to 


have an awful time and I would, therefore,hope that it 
would be within the terms of reference of the Royal 
Commission on Taxation that it could take this latter 
part into effect for the good of all. That is does seem 
to be too bad in this country where the application of 
an established principle is so difficult to put into 
effect. 

THE CHAIRMAN: Thank you Mr. Peppler. Now 
if we may we would like to ask you a few questions about 
this. Your request is perfectly easy to understand but 


I would like to know more about its application. I think 


as you are aware, the Income Tax Act does not really 


| 
succeed in making all expenses of earning a living 
deductible in respect to employed people. There have 
been certain additions made to the Act so as to provide | 
more equity in this direction, but I do not think ~-- you | 
Suggest: the Act is complete with regard to people who 
are employed. You direct this to people who, apparently, 
own their own plane and they are employed people and in 
order to earn their living you say that they must use 
their planes and, consequently, expenses, including 
capital cost allowance should be deductible. 

Now I am rather surprised that the many 
people who would own their own planes are employed 


people, probably because an airplane is a pretty expensive 


article. Would you tell me what kind of people these are 
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who would be likely to own a plane and be out working for 
a company and not use the company plane; use their own 
plane, What’ types of people? 

MR, PEPPLER: Sir, they come from all walks 
of life, from the salaried executive who probably makes 
upwards from $50,000 a year. I have in mind a gentleman 
in a corporation in Toronto who has twoof his aircraft. 
He is the president of the Corporation. However, he 
owns the aircraft. The corporation does not own the 
aircraft. He owns it personally and he charges his 
company mileage, or whatever he does, when he uses the 
aircraft on his company business. 

We have discovered that many geologists 
are owning their own aircraft nowadays. Net you can 
imagine, somebody goes on up into the bush to look for 
rock samples and has got to land on a lake, ship a little 
rock from a certain outcrop, this sort of thing. 

THE CHAIRMAN: These are employed geologists? 


MR. PEPPLER: These are employed geologists. 


They are people who do their work ever so much faster. It | 


is to their advantage to fly their own aircraft. That 
is mainly because of saving expenses of the company. 

For instance, if you are a geologist and you also have 
a pilot's licence and you fly your own airplane, you 
can probably save your company a lot more money than if 
the company has to go to the expense of hiring an 
aircraft and a pilot and a geologist nowadays can fly. 
University students, as a matter of fact, are realizing 
that it is an asset to them to learn to fly because the 


chances are they can use their aircraft in their company 
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chance, a better chance of getting a job by having these 
additional qualifications. 
We have a case in Northern Ontario right 
now with the Ontario Hydro Company. They are building 
a dam somewhere in the river south of James Bay and 
this chap also uses his own aircraft because he found 
that he could make his travelling between the dam and | 
the powerhouse, whatever it is, 60 miles away, ever so 
much faster than by automobile. 
Now he uses his aircraft and his company, | 
of course, is tickled pink. Where before they would | 


count on him maybe taking four hours to go from point A 


| 
| 
to point B, it now takes him 20 minutes. Tt is, to the | 
company's advantage. They get far more work out of him | 
and still the company is not going to the expense of : 
starting to buy everybody an aircraft. That is a company | 
aironatt:, 
I might say sir that this is something that 
has grown and right now the fact that capital cost 
allowance is not permitted is actually holding back, we 


think, the acquiring of aircraft for business purposes 


by many individuals. 


THE CHAIRMAN: As you probably are aware, | 
the Department have considerable difficulty in administering 
automobile deductions in respect to this type of person 
because they use the car not only for business, but also 
for pleasure and the cost must be apportioned and it 
is a very difficult thing to do. 


We have had quite a few representations to tle 


| 
| 
| 


6 bande Yous oe | 
sasdd gatved ta dob. s gusting 


Se 


digta odtadent? reitineda at edie sven ov 
| pnabitud ome cod eriegead enbwll obenind (pa? Ad tw wore ra 
| bar ¥o@ soatl 20 donee tenbi edd ath pradweaee nob aye 
1 bnuc’s ad yougoed Tlatatts nwo shat esow oats qade stat , 
ane mse oft. asowteod onitfsesxt ele oom bfuoo sal tacit 1 
. oaeswe yous wettn OO .at tf <eensiite peuoiirawog, BaF” 
iP | . ,alidemotes yd nerd t9vee% Apua 
wumima etd bas: ‘events std eoan on wo, t 
Stvow {ods ore }ed are vind belalols,, 62 _BaLIOD 1¢ 
A gntoy mort og ca neal que? snived edyan mid no JRvOs et 
age ot wo FT eedomtia Of min goun? weet $? .& 2alog of 
ate ta gua AeGwe etch <8 7 yontt . sgesttiavds ine aaah 
te eedegns By of aston ton el qneqmas one ritts bas | 
yisgueo # er Fant. .StausTta. ybodytave YO ov giisites a | 


tisanate 7S 


‘ed? udinsscos ol staid) dadd ide. yee Iraim i in eb 
jgo» tettaso Jef? Joe) any WOR dint bus owomm 260 a6 


Yond) andifed’ viteddse ab bad etorneg Jon. ef esnawoLl & ji 
sseoung aastiand 46} PF tawls 30 aniniepes ad (halag imal 


,sievubivibnt. orem te ES 


atews a2 ULdadead woy fA jMAMAIAHD SHT i 


leteiadebe af elfeoriiuap sigetsiiaraes aved onendn eqad sd at 


feoieq/ Io ogy etd ot tongues ok. enoldonbah alidomoiug 
| este stud .sedeZand sed yine tom tae etd 200) vent eeneosd 8 
+ one benotieags of Jagr dens eft ban enesolq 10% i 


_o8 o@, patad @iunsatth ye" 2 ae 


i. Pattves anoitetnssaaye:- wet £ etiup maaael:9 


9 i : . 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 43 it f 


effect that the Department is not sufficiently generous 


2 in one direction, or another direction. I can understand 


3 


4 


5 


6 


the Department would be very loath to go into the matter 
of aircraft where the charge is a great deal heavier than 
the automobile, where whatever is done must be done in 
an arbitrary manner because the man uses his aircraft 
partly for pleasure and partly for business and some 
distribution has got to be made of the cost. 

Now if we avis you to give us a count of 
the number of people in the category in which you spoke, 
would it be possible to do so? Are there 10 or 500 
or are there 2,000? 

MR. PEPPLER: Sir, I wish I could answer that. 
We have been trying 5 get these seheie terrane as a 
result of our urging the Department of Transport did 
make a survey. As a matter of fact, just completed it 
about a _ ago now and I quote in paragraph 10 that 
these statistics from the Department of Transport showed 
that in the year 1961 privately registered aircraft flew 
a total of 244,000 hours for business transportation and 
when you compute the mileage basis, which we did by 
taking the average speed of the private aircraft, we 
found that for business purposes private aircraft in 1961 
would have covered 30,000,000 miles. 

THE CHAIRMAN: But a lot of those would be 
owned by corporations but would be supplied to their 
personnel for business purposes? 

MR. PEPPLER: This is something sir -- this 


would be corporations. We have corporations, Shell Oil 


oa 
Company, Imperial Oil who have their own aircraft. This is 
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number of corporations which happen to own their own. 
You can almost count them. 

We had as part of our Association, Canadian 
business aircraft operators. and this was a separate | 
section of our Association. At one time we made a 
canvass right across Canada of every company, that owned | 
an aircraft and I can assure you,you hear a lot more | 
about them, mind you, than the man who carries the 
briefcase out to his airplane and flies himself. You 
hear about the multi-engine aircraft for prestige value, 
but they are very very few in number. 

I would like to-’say, sir, in answer to your 
comment to the statement you made earlier, it's very easy 


for one to know exactly how much time was spent by the 


owner of an aircraft, on his operation of that aircraft 


for business purposes and for pleasure. The Department 

of Transport regulations, as they stand now, make it 
mandatory that a log) book be completed and at the present 
time, as a matter of fact, income tax inspectors through- 
out Canada when somebody is using an aircraft for company, 
that is when the company owns it, at any time they are 


Suspicious, they usually look at the aircraft log book 


to ask for the aircraft journey log book to make sure 
this man flew on as many trips as he said he did and, 
therefore, they allow:a certain percentage of capital 
cost allowance in the case of where the corporation owns 


the aircraft. It is allowable. 


| 
| 
and this is quite common in the District Taxation Office 
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COMMISSIONER WALLS: Under that system how 
would they know if a man flew into the north country, 
whether they flew into a lake for fishing instead of 
flying inito carry out a geological survey? 

| MR. PEPPLER: Well sir I would say that this 
question would have to be asked to him and he would have 
to prove it to the satisfaction of the taxation officer. 
I think that would occur if the man took a lot of trips 
from Ottawa to New York and said it was on business. Did 
he go on business or did he go to see ashow? I think 
that he would have to prove that it was business. Why 
did you go there and what contacts you made? This sort 
oc Ching. 

THE CHAIRMAN: Any questions? 

COMMISSIONER PERRY: Excepting that I detect 
a little difference of presentation in Mr. Peppler's 
where he mentioned in one or two cases there was re-imbursé- 
ment by the employer on some basis or other, you are 
quite well-aware, no doubt, this is something that would 
be eligible wnieewiees the employee is required to meet 
all his expenses of travel and that is the case that you 
have in point which is a narrower case than simply 
employees at large. 

MR. PEPPLER: You are quite right sir. It's 
capital cost allowance of aircraft itself that ,;we are 
mainly concerned with. 

COMMISSIONER PERRY: Are youarguing for this 
in the situation where the employee is re-imbursed for 


travelling expenses as well,or simply within the terms 


of the law as it now stands? 
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I don't know if I could keep it that broad. 

Maybe you don't want me to keep it that broad. This is 
a case where a man looks out and he sees who his 
competitors are and he sees that some of his competitors 
are able to do far more work because a man in his 
equivalent position with another company has acquired m 
aircraft and he RE so many calls ina day and the 
other man driving down the highway is a day or two, within 
a period of a week, behind. He says by necéssity he must 
also acquire an aircraft if he is to accomplish the same 
amount of work as his competitor though if he acquired 
an automobile, for instance, tlhe taxation law states yes 


he can obtain capital cost allowance for that automobile 


because he is using it to help the company. When a man wan 


to: “buy >a, superior mode of transportation, a private 
aircraft ==— the automobile, in exactly the same case, 
here the lawcpermits capital cost allowance for that 
automobile and that is what I am asking, that if it is 
a case that an employee must pay his own mileage charges 
in these cases as well as obtain capital cost allowance 
consideration,exactly the same thinking would apply also 
sotatrerart: 
COMMISSIONER PERRY: I am not an expert 
on the subject, but my impression was that the present 
allowance is limited to people who are meeting their own 
expenses, employees who are meeting their own expenses. 
MRy PEPPLER:) Yes. 
COMMISSIONER GRANT: What significance, 
Mr. Peppler, do you see or your tax: advisers see jn that 


part of the letter which you received from the Department 
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of National R€venue that is quoted on page 6, the 
conluding sentence which says: 
"He may further claim his operating expenses 
"if reasonable to the extent it pertains to 
"travelling ini the course of his employment". 
Would you comment on that? 
MR, PEPPLER: Yes, sir, operating expenses 
as far as we are concerned is straight mileage amount, if 
he has to pay a landing fee, gasoline and oil. I under- 
stand that it is common for someone toobtain seven, nine, 


or ten cents a mile remuneration for an automobile if 


| 
| 
| 
| 
he uses his automobile in his employer's business, and 
as far as the operating expenses, I would say they could 
be interpreted as being straight nominal mileage amounts 
equivalent to what is presently being paid in the case 
of the automobile. 

COMMISSIONER GRANT: Would you say <a 
is taken: into consideration in determining that mileage | 
rave? 

MR. PEPPLER: No, sir, I don't think that | 
depreciation is taken’ into consideration. I know the 
rates that many people are receiving today, who use their 


own aircraft in business, as a matter of fact the 


Treasury Board changed their regulations as a result of 


our representations a year ago and they permit civil 


| 


servants to use their own aircraft on Government business 


and they pay remuneration, nominal mileage amounts, and 
that amount identical to the autombile, identical -- that 
is the way -- I think it is called travel regulations, 


| 
| 
| 
I believe, civil service travel regulations and I know that 
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the seven cents a mile for operating even a small type of 
aircraft certainly does begin to cover gasoline and 
oll and maybe insurance, things like this. 

COMMISSIONER GRANT: Gasoline consumption 
would be much higher in an average privately-owned air- 
eraft than it would for an automobile? 

MR. PEPPLER: There is a very wide variation. 
Some aircraft burn seven gallons an hour and go a hundred 
and fifty miles an hour and other aircraft burn fifteen 
gailons and only go ninety miles an hour. Aircraft are 
becoming more efficient all the time and some of the . 
most efficient aircraft today would equal the standard 
American car. We have some European cars which burn a 
very small amount of fuel, for example the Volkswagen 
and aircraft can't meet that, I don't know any aircraft 
that will meet that economy. 

COMMISSIONER PERRY:. What is the rate under 
which these type of aircraft would be written off at the 
present time, what is the capital cost allowance? 

MR, PEPPLER: 40 per cent, Mr. Chairman. 


COMMISSIONER PERRY: 40 per cent. 


THE CHAIRMAN: 40 per cent diminishing balance? 


MR. PEPPIER: Pardon? 

THE CHAIRMAN: 40 per cent on diminishing 
balance? 

MR, PEPPLER: Yes, 40 per cent. 

COMMISSIONER WALLS: What percentage of these 
individual employees who are flying aircraft would be in 
the prospecting business? 


MR. PEPPLER: Sir, I am sorry but I wouldn't 
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even want to have a wild guess at this. I was a former 


bush pilot years ago working with the mining companies | 
and I know mines who did start to acquire their own 
aircraft and I can say that they were certainly far ahead 
of the other people in the field who had to make surveys | 
up in the Yukon, Northwest Territories, British Columbia 
through to Newfoundland. It is, sir, impossible for 

me to answer the question because I really don't know. 

I could say that professional engineers are all sort of 


beginningto see that an aircraft can be used to their 


personal advantage in their business day to day. I 


know the field of geology is particuarly adaptable to 
the use of this type of individual aircraft because these 
men are always working on the lakes anywhere and he can 
go with a small seaplane or on skis in wintertime, a 
little two-seater and go from lake to lake. The field | 
of geology has a little more advantage, shall we say, on 
the businessman because he can usually get right to where | 
he wants to go whereas the airport situation in Canada 

| 
has vastly improved in the last 10 years -- you can | 
pretty well fly anyplace, Smith Falls, Perth, Pembroke, i 
Kingston, Brockville, Belleville, Oshawa -- all these | 
smaller places have their own airstrips today and that 
is one reason why this presentation with I am making this 
morning is more important now than ever before. Ten 
years ago if I came to you you might ask how many of these 
places have landing fields, could any businessman actually 
make all these calls and it would have been a little 
harder to justify, but today many of these small localitie 


have their own airports andthe number of communities acquir 
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1 ing their own airports are increasing} therefore it is 


2| practical. I just want to go back to your original 


3 
4 
S 


6 


29 


30 


question, the geologist can use the aircraft to a little, 
maybe a little better advantage than other professional 
people because they are working out in the bush, the 
forestry aspects, the lakes and rivers and he can usually 
get right down to where he wants to go. 

COMMISSIONER WALLS: What I am trying to get 
was the deductim that a mining corporation gets for 
prospecting, exploration -- wouldn't in all cases it be 
more profitable for the company to supply the plane rather 
than the individual? 


MR. PEPPLER: This, I think, sir would be 


| 
| 
| 
| 
| 
| 
| 
possible if you are looking simply at the dollars and 
cents standpoint, but the case of liability comes into 
this and you will find that .if companies who own an | 
aircraft, go to the insurance company and say we want 
to cover this aircraft for so much insurance that the 
insurance company is going to come and say we are mly | 
going to do this if your pilot is a commercial pilot, | 
if he has three or four thousand hours of flying time, 
and they put in a whole lot of stipulatimslike this, 
whereas if the man owns the aircraft the company liability 
is greatly reduced. 
I can say it would probably be the same 
thing as if they asked him to use his own automobile 
on company business. I am not too acquainted with this 
particular field but I would guess that when an employer 
asks an employee if he would use his automobile to make 


a certain trip he isnit concerned at the moment what 
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insurance and this sort of thing is carried but if it 

is a company-owned automobile he would have to take this 
into consideration and then as the letter I read to you 
before from the public acconntants in Toronto, I take it 
this is exactly why the president of the company 
concerned wanted to own the aircraft himself. There are 
certain legal and other problems associated with 
companies owning their aircraft and it is far more 
attractive for an individual to own it from the liability 
standpoint; sir. I think this is the case. 

COMMISSIONER PERRY: Mr. Peppler, what is the 
range of cost of this type of aircraft? 

MR. PEPPLER: Sir, a modern business aircraft 
today has a range up to 1,200 miles. 

COMMISSIONER PERRY: I am sorry, the range 
of cost, not distance. 

MR. PEPPLER: The range of cost, I am sorry, 
the lowest cost aircraft on the market today that would 
be acquired for business purposes by an individual, today 
I would say would be $12,000. 

COMMISSIONER PERRY: That is minimum? 

PREIPPEPPLER? “This “ls “new price: 

COMMISSIONER PERRY: Could you give me the 
high side not having in mind the most extravagant plane 
one could consider, but the more expensive type of plane 
that could be used? 

MR. PEPPLER:: Sir, I redly don't think that 
an individual would ever buy an aircraft which would 
exceed $50,000, new price in order to have the most 


efficient transportation by air that could be bought. Most 
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of these aircraft used by individuals, incidentally, are 
all of single engine, four-place type that will carry 
four people and cruise 180 miles an hour, 200 miles an 
hour. 

COMMISSIONER GRANT: Just one more question, 
Mr. Peppler, coming back to what the Chairman asked you 
earlier as to if you could let us know the number of 
people who are affected by their ability to write-off the 
cost Ries which is used in their business. How 
many of these people are members of your Association? 

MR. PEPPLER: At the present time, sir, there 
are approximately 20,000 pilots in Canada and we have 
5,000 members, so approximately one-quarter, one-fifth. 

COMMISSIONER GRANT: Now, do companies that 
own their own aircraft, are they eligible for membership 
in your Association? 

MR. PEPPLER: They are eligible, sir. We 
have what is knowas the corparate membership fee. As 
a matter of fact, as I said earlier at one time another 
current association was part of our group. We ccalled it 
the Canadian Business Aircraft Operator Division of 
Canada Owners and Pilots Association. However, they 
had a few ideasof their own that weren't too compatible 
with ours and they decided to form their own Association 
so after being with us a couplé of years they dropped off 
and they are known as the Canadian Business Aircraft 
Association. The difference is that to be eligible for 
membership in the Canadian Business Aircraft Association 
these aircraft must be flown by Corporation pilots and 


all of these aircraft are owned by Corporations, Imperial 
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Oil, T. Eaton Company, Robert Simpson. These are all 
corporate-owned aircraft and of course, I am concerned 
with the individual who uses his own aircraft and wants 
to use it for business purposes, 

THE CHAIRMAN: Thank you very much, 
Mr. Peppler. I think we pretty well understand your 
problem. The only point on which I am not completely 


satisfied is the extent of it, how many people would 


be involved, and I don't think you are able to tell me 
very well, but I am prepared to accept there are probably 
quite a few as you put before us. Your submission really 
requests:us to.recommend that in those cases where an 
employee is entitled to deduct for the operating expenses 
of his aircraft he be also entitled to deduct :depreciation, 
which on the face of it is not too unreasonable to me, 
However, we will have to look into it carefully. Thank 
you very much for putting it before us, Mr. Peppler. 

We are glad to have seen you. 

MR, PEPPLER: Thank you . 

THE SECRETARY: Mr. Chairman and Commissioners, 
the second brief this morning is being presented by the 
Canadian Gas Association. Mr. G.W. Woods who is Chairman 
of the Tax Committee,'and also vice-president of Trans- 


Canada Pipe Lines, is here to speak to the brief together 


to you. I would like to enter this brief into the record 


as Exhibit 232. 


---EXHIBIT NO, 232: Submission of the 


with a number of his colleagues who he will introduce 
Canadian Gas Association 
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SUBMISSION OF 
THE CANADIAN GAS ASSOCIATION 
APPEARANCES: Mr. G.W. Woods } Hey. -Baneror > 
Mr. K.L. MacFadyn Mr. H. Andrews 


Mr. D, Wishoit Mr. Vo Wager 


THE CHAIRMAN: Good morning, Mr. Woods. 
We have read your submission with considerable interest 
and we would like if you would please to introduce your 
colleagues. For my part I introduce the Commission to 
you. The names are all before us so I don't need to give 
them to you. You cover a number of matters which are 


of interest and we have a number of questions to ask you. 
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/RPS 1 THE CHAIRMAN: In commencing, do you care 

2| to start off by telling us about yourself and saying 
anything by way of summary, if you wish? You don't need 
to read the submission. 

MR. WOODS: Mr. Chairman, I would like to 
commence by introducing my colleagues who are with ne 
here. Mr. McFadyn, who is associated with Canadian 
Western. and Northwestern Utilities of Alberta. Mr. 
Wishoit, the Association's auditor. Immediately here 
Mr. Bancroft, Secretary wiedteee Gas Company. Mr. 
Andrews of the Northern Ontario Natural Gas Company and 
Mr. Wager of the United Gas Company of Hamilton. 

THE CHAIRMAN: What was the second-to-last one? 
I am sorry, I was not quick enough. 

MR. WOODS: Mr. Andrews of the Northern 
Ontario Gas Company. We also have some reinforcements 
behind us here, 


The Canadian Gas: Association consists of over | 


Six hundred members. It's the trade association for the 


natural gas industry. This industry became a national 
industry in the '50's with the building of the West 
Coast and Trans-Canada Transmission Systems. 

Natural gas is now distributed in Canada 
to all major centres from Vancouver to Montreal. Canadian 
natural gas is also exported to the United States in 
several locations on the International Border. The 
membership of this Association consists of producers, 
transmission companies, distribution companies, manufactur- 
ers and contractors. However, in practice, this is the 


spokesman for the Gas Utilities in Canada. 
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This submission has been made by the Canadian | 

Gas Association on behalf of the listed investor-owned | 
3] utilities. Other members of the Canadian Gas Association, 
such as producers, manufacturers and contractors will, 
I am sure, be submitting their’ views to you through other 
6] associations, 
While these other groups are members of this 
8 Association, I do not believe they look to the Canadian | 

Gas Association, in thé first instance, as their trade 
10] association. 
11 Just one of two statistics. I said this 
industry has become mature very recently. These statistics 
lane to the end of 1962. Invested capital in the 
distribution and transmission companies is a over 
15 $2,000,000. Employees, nearly 50,000 employees in these 
companies. Gross sales were $260,000,000 in Canada. 


Exports have reached $80,000,000 in 1962. It will have 


grown somewhat in 1963 and will continue to grow somewhat. 


The number of customers is now about 1,400,000 individual | 


customers which projected on population means that natural | 


gas is serving probably four -- something in excess of 
four million Canadian citizens. 
That sir is a brief outline of the structure 


of the organization. I have really nothing to add to our 


i) 
uw 


Submission. I can review it briefly, if you wish. 
THE CHAIRMAN: I don't think you need to. 


MR. WOODS: We tried to keep it as short as 
28 hossible. | 
THE CHAIRMAN: Thank you very much indeed. 


Oboes this cover all the gas companies in Canada? We think 
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there are one or two omissions in your appendix A. 
Toronto Consumers Gas does not seem to be here and 
Montreal Gas Company. 

MR, WOODS: There are two companies which 


are not listed. One is Quebec Natural Gas in Montreal. 


| 
| 
They are not members of the Canadian Gas Association at 
the moment. They are not signatories, are not members 
of the Canadian Gas Association. They have read the | 
brief and I can state that they certainly support it. | 
The ConsumersGas again have no quarrel with | 
the brief in any respect but they have said they would 
prefer and always prefer to submit their views to the | 
extent they see fit as a corporation in their own right. | 
Both those companies have indicated they 
have no quarrel with the brief, as such, in any way. | 
They are not signatories because of any conflict of 
opinion. 
THE CHAIRMAN: Are there any others that 
I have not spotted? 
MR. WOODS: There is only one or two of 
these companies which would be associated with them, 


like Consumers have several subsidiary companies but 


there are no others that I am aware of other than companie 


associated with those. 


ie nS 


No companies associated with Quebec Natural. 
One or two associated with Consumers, Ottawa Gas Company, 
of course. Ai gas company in Hull. These are all 
related companies. 

THE CHAIRMAN: Thank you. Don't bother»to 


stand unless you wish to do so, 
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MR. WOODS: Thank you sir. 

THE CHAIRMAN: Now I would think we would 
do best to take this point by point and I guess we 
commence, properly, at page 4 under income tax discrimin- 
ation. Is this correct? I think what you have said 
before is picked up from there on? 

MR, WOODS: Yes sir. 


THE CHAIRMAN: This is not the first time 


we have heard about income tax discrimination, nor the 
thought that such discrimination has caused certain 
Provinces to take over their regulating utilities. You 
do not propose a solution.to this. Have you one? 
MR. WOODS: As you know by our submission 
here, being an Association, we have various views but 
being an Association, in our submission we have urged 
the Commission to study the alternate forms of taxation 
to eliminate the present discrimination on the customers 
of the investor-owned utilities. | 
| 
Tothinkwltiaissfaie tossay Lneour: discussion | 


we have not developed any alternative which seems more 


practical than the end-use type of tax proposed by 


Canadian Utilities and supported by Calgary Power. Our 
discussions have reached a point where we consider that | 
the most practical but we have hesitated. We have 
discussed in some detail such things as added value 

tax, turnover tax, but we do not feel we really know 

all the economic implications of some of those taxes 

but this end-use tax appealed to us as being the most 


practical. 


THE CHAIRMAN: Have you concerned yourself wit 
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the problems as to how one levies the tax and, partictlarly, 


collects it? 

MR. WOODS: Well we have sir and again we 
come back to the discussion which took place before your 
Commission with Canadian Utilities and Calgary Power. 
None of us here today are lawyers but it is our under- 
standing that there is no constitutional problem or 
legal problem and that, presumably, it is a political 
problem which comes down to Dominion-Provincial relation- 
ship and Dominion-Provincial arrangements. 

THE CHAIRMAN: You have not got a solution 
to the Dominion-Provincial relations? 

MR. WOODS: No sir. 

COMMISSIONER WALLS: I have two questions. 
Dealing with your paragraph 6 where you say: 

"Secondly, it encourages those who 

"Favour Government ownership of public 

"utilities." 

Now it seems to me that a Provincial or 
Municipal Government by not being taxable does either 
of two things: either passes on to its customers all 
or part of the tax saving in lower utility rate, or 
lacking that, it setls at a going price and putsthe 
difference into the Provincial consolidated revenue 
which means that it does not have to use other forms 
of tax to contribute the same revenue so would you not 
say that, generally speaking, the Provincial customers, 
the taxpayer benefited to some extent either way? 

MR. WOODS: I really don't quite understand 


that, I am sorry. 
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COMMISSIONER WALLS: You mentioned the fact 


that there is a disadvantage to the taxpayer, loss of taxes 
in your brief. Now as far as the Provincial taxpayer 

is concerned, if the Provincial Government utilities are 
not taxable, then naturally one of two things happens: 
The amount they save is either passed on by lower 

rates to the customer or they charge the same rate as 
the private utilities companies and they put the saving 
into consolidated revenue which means that they do not 
have to use other forms of revenue or taxation to raise 
that amount of money so in either case the Provincial 
taxpayers benefit. Is that not a fact? 

MR, WOODS: I think that is a fact as long 
as the revenues are retained in the profits. The basic 
problem here is we have the situation where we have 
certain utilities in certain Provinces which pay the 
Federal taxes and those taxes leave the Province. Some 
percentage does come back but to that extent those 
Provincial customers are at a disadvantage vis a vis 
the customers of-.other types of ownership. I am sorry, 
I may not have answered your question. 

COMMISSIONER WALLS: Well I will put the 
second question because I think this is perhaps the crux 
of your whole brief is your concern about increased 
takeover by Provinces and Municipalities of utilities, 
as these two forms of government seem to have a yen 
for your particular type of business. Now what 


disturbs me is, as far as I can understand, the 
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general public do not appreciate that there is a tax 
saving and yet in none of the Provinces where there has 
been a-takeover have I seen any general objection by the 
public to the Province taking over. They may have objecte 
to the way it was taken over in some cases, but I have 
never heard of tle public objecting to the Government 
taking over utilities. 

MR. WOODS: Possibly one of the reasons 
they have not objected is this emotional argument that 
we will rede ee) income tax is so overwhelming -- 
it may not be the complete reason, but in B.C. as an 
example it was one of the stated reasons. Over:and over 
again, one of the stated reasons. With that stated 
reason, presumably, there is no public objection; it's 
such an emotional, psychological thing that the public 
does not object. They believe that they are going to 
save Federal income tax. 

Why should we in Vancouver have to pay Federal 
income taxes when the people in Ontario are not? There 
has never been a good answer to that question. 

COMMISSIONER WALLS: Do you think that, 
generally, the public is aware that there is a tax saving, 
that a Provincial utility does not havé to pay Federal 
tax or do they have some other reasons why they endorse 
the Government action, and the Government is, in effect, 
only carrying out what the voters want? 

MR, WOODS: There probably are other reasons 


but the politicians believe it is necessary to emphasize 


and re-emphasize this Federal income tax saving. Therefore 


we accept the fact the politicians know what the people 
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are thinking- it's the repeated reason, both in Quebec 
and British Columbia. This is one of the repeated reasons 
Now whether there are other reasons, I don't know, but 
certainly this is a publicly stated reason. There may 

be other reasons they may not want to discuss and there- 
fore this becomes a popular reason; one reason everybody - 
if they cannot understand it, at least .like the sour 

of: we are going to save X million dollars we pay Ottawa, 
and that is in itself a persuasive enough argument and 
when you can couple that with why should we pay it when 
the people in Ontario are not, you get a devastating 
argument. 

COMMISSIONER BEAUVAIS: But is it really a 
savings because if the Shawinigan, for instance, paid 
$25,000,000 to the Treasury, well the revenue is lost 
by Ottawa and then it has to have a tax on something 
else, say a tax on construction material. 

MR. WOODS: That is true. I don't think the 
argument would be accepted, except for the fact that there 
are many geographical areas where they do not pay this 
tax. Therefore, the argument in Quebec is if we do not 
pay it, other taxes have to be raised but these other 
taxes will be raised on a basis to be spread across the 
country, not specifically from Quebec. 

I don't think there is any question in the 
world, Shawinigan -- they say Federal incomes taxes are 
not being paid, and undoubtedly the taxes have to be raise 
somewhere else. 

THE CHAIRMAN: I think we understand the 


point as to income tax discrimination and we might now mov 


Se ee Ee 


Bie en ead .aonse betete ytohidug #/ez/ ent? sana 
| oe mene ae ae 
3 ybadweave teaser sao ymonest saluged a Gamaoed aldi stot | 
| Buca ond ott. tanel ts tr baatereba Jonas vedd 32 
| <ap320 -qaq'on stalled mokiLiat-X eves of snioy exe ow '2e 
| sve seeeRRb tant seteavere7 # toast ab al sede bas 
rac 32 ¥eq ow bicote win ddiw Pads elquas mao voy Netw 
| auiteJsaveb nen bee fon sre Oltemn0 nt siqos7 ort 
} . inane rs 
| s@ ghiset de af S0m .SmAyOARA REMOTER DIOS 
bisq ,seacszat @T iagtatwartk eis If sanaced agauives 
deei af sunsest ode tie gewenea? cv br 500,000 285 
A gnidtemce no xa2 6 avad os ead Sl codd das swstI0 
Isitvedam ootdsusssnos no get-e You .aeis 
ai2 Gatad stueb I .eyad Si tact :200W .aH 


evens ¢ati fost att tt Fqenze .badqesna ed Sivew tonma1s 


etd? vq doa ob yvedd- stodw agora reolidergoss {asm ots 
; ton OD &4 st at 39dsup nf. dasang@s Sst ~siotstTeit «287 
nein zhedd gtd bealet od of Svnit aaxed wscifo It cin 
af> syonon Daotg2 od of eatesd 2 ap Bester 8d Tfiw uoxsd 
pages moc? yifsettiosgs vac yervaucs 
ais a: notgacve yim al stedhaakds s'a0b r 
- panpt eanoong farobat! gan yedd -- aagintweda” blac 
bsalex ad of svad osact sat gibervdvobay Ons ,btse gated gon 
.eéis s19dwsms 
sid Sneterohed oa dates I i WAMELARD an? 
ree wort dripim oe One sottagimtroath xed smbcat ey Ba dated ; 
; i 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 4378 


on to sales tax discrimination. 

COMMISSIONER WALLS: I would like to say 
something more here. I don't know whether this is really 
a question or not, but I would like to say that your 
statement: 

"To be fair, gas in all its uses should be 

"given exemption from Federal Sales Tax, 


"just as electricity in all its uses is 


I think that this is a point well made but 
the trouble, it seems to me is that as soonas you exempt 
natural gas for internal combustion engines, you are 
going to have the manufacturers of gasoline and diesel 
fuel quite rightly ask for like exemption for like 
purposes am then you run into both the tax problem and 


lexeupte tas ae" 


an administrative problem. | 
It seems to me, first of all, it is very | 
difficult totell whether gas is going to be used for | 
specific :purposes, such as a combustion motor as against 


truck or automobile. Secondly, of course, there would 


naturally be a loathness to touch a cost that brings 


| 
in such revenue as gasoline and diesel oil not nen 
Federally, but Provincially where you have a tax that | 
is up incthe thirty-odd per cent. In other words, you | 
have gasoline;the lowest Province, I believe, collects 

12 cents a gallon and the highest Province 19 cents a 
gallons and so while your case, I think, is quite fair 

in comparison with electricity being exempt, I can see 


that there will be great difficulties in both carrying 


out the administration and perhaps several political 
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1 reasons for exempting natural gas in stationary combustion 
2|| engines. 

3 MR. WOODS: We recognize this sir, that is 

4 why we made the "or electricity should be subject to the 
5|| same sales tax as gas." 

6 We run into the situation, I am speaking from 
7 our own company, where we have compressor stations. 

8| We run cost studies of these, either a new station will 

9] be gas or possibly electric motor, and you see all the 

10| components of cost, including fuel, the-energy cost and 
11 the natural gas comparison and even have the sales tax 


12] on electricity. 
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COMMISSIONER WALLS: I think you are right. 

MR. WOODS: I could say I think it'never is 
decided solely on that. It is a factor. We are building 
on Trans-Canada system, one electrical station at the 
moment, and certainly the lack of Federal sales tax 
tended to improve the economies of the situation. 

COMMISSIONER! WALLS: I think that point is 
worthy of consideration by the Commission. 

MR. WOODS: Thank you, sir. 

THE CHAIRMAN: What is the reason -- perhaps 
Mr. Walls knows this, but I don't, for the complete 
exemption of electricity, and may I assume it is because 
it is a service and not goods. Do you know the answer 
to that? 

MR. WOODS: No, I don't, 

COMMISSIONER WOODS: I don't, either. 

THE CHAIRMAN: That is something I will have 
to ask somewhere else. 

Is there any more on sales tax, Mr. Commissioners? 

Now, you have got some matters relating to 
three types of business expenses and the first one of 
these is capital financing. Is it true that none of these 
are permitted? I had the idea legal, accounting, printing 
and incidental costs were. Are they not permitted? 

MR. WOODS: Yes sir, if you look at the top 
of page 9, items (a), (b) and (c) (1) are allowed as 
deductions, and items (c) (ii), (d) and (e) are not 
allowed at the present time. 

THE CHAIRMAN: Any questions on that? 


COMMISSIONER WALLS: With respect to (da), 


Dia rf 


+ 


ah wees 
st xéestr pei Tt 
pulitud ete aW ee 2 te 
| add sonottuge PeoPeicels ano qmeenve = 
| >) poe. «sks couenblsk'al eoerieaaeoaae 
yebteutia act to esitonnoy ett avorqnt of bobase 


ngs ait at 


| ogn dabeg Sade anzees CRIA sASTKOTS? INMOD ze 
molasioee) sd? <d nolterabtandés, 20 yarns 
| ite poy aaa? s2c00W .fiM a 4 


| eguitdy ~- vrosmex ert af teat SWAMATAHD SRT 
otelgues sid 1907 placed t ¢ud pit? sword aipw om 


sauened of tL ematar t ves tas .yttotatosis io cotiquaxe 


aswait of? wars! coy of .eboog don hak sotyrea & af dt 
tgadi oF 


fined I .ou sBa00W fH 


hi eet 


paddiea ,7'a0b I :Sq00W HEMOLASTAMOD 


sve [ftw I aninsss0s af Ssit sMAMATAHD BHT 


.safeo oa toriwegoe ¥as oT 


= 4 
piace! eslam a4 .xe? esin@ mo otCeT Ye siscdd el a 


of noitsiet 21973Ee aes deg eyo Foy wont 
%- sno tari? sft Bas Saensds= upsntaud to 2eat7 esutd 
saat To snen seals 35" +f #i SI .gatomant? Lasigso et geod? 


Lerttniag wantsmiooss «legal sabt etd bari I thettinasd, ate 


‘hose beted fon yous aiA  .etew Bts09 fatasbiont baal 
| goa one se ciel oby TE Wate aed e008 aM 
ag Sewetia was (2) (a) ora (¢) .(e@) emett .@ 3389 10 

| son ss (4) ths (0) <(22) (0) ameet bre sno ttoubee i. 
eka saoerig onto ta bewo 

‘ted? me apobtseup IA sHAMMIALD SHT 


At) of doeqast, Ae 7BRIAW ABMOTE 
Th _ = Ye _ 


ANGUS, STONEHOUSE & CO. LTD, 


TORONTO, ONTARIO 4381 


commissions. paid to underwriters for the sale:and 

distribution of securities, I suppose that this is 

contrary to Section 12(1)(b) of the Act which states: 
"In computing income no deductions 

"shall be made in respect of a payment 

"on account of capital". 

Now, it does seem rather odd to me, however, 
that a life insurance company for much the same purpose 
have a commission which is deductibilé. Am I right in 
that? 

MR. WOODS: I don't know. I really can't 
speak according to life insurance companies, but the 
underwriters! commissions are not allowed. I don't 
know what the eentexe of the word "capital" is, but they 
arernot allowed on the issuance of equity or debt 
securities, and I think there is more logic: to allow them 
on debt securities than on equity securities, but at the 
present time they are not allowed on either although they 
are taxable in the recipients' hands. | 

MR. WALLS: Would you look on the commission 
to the underwriter to be the same as a sales expense? 

MR. WOODS: Yes, in practice for the companies 
it does become unidentifiable to all intents and purposes 
and in practice is allowed. 

THE CHAIRMAN: The law looks upon it as a 
reduction of the amount the company receives from the 
sales of its securities. Those securities produce 
capital. 

MR. WOODS: We look on them as, in fact, 


a selling expense as Mr. Walls says. The people are 
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THE CHAIRMAN: This is hot the first time we 
have heard this Seine made and obviously there are people 
other than yourselves that believe your:suggestion. 

COMMISSIONER GRANT: I could see a difficulty 
here. I don't know whether it is the difficulty that the 
Department -- that if the commission paid to the 
underwriter were to be permitted as deductible expenses 
it could in certain cases lead to a certain amount of 
abuse in that the discount could raise to quite a high 
amount, say five points on bonds issued. Now, that would 
be up to the underwriter to sell that bond at what he 
could sell it for to the public, and that would have 
a bearingoon the interest rate on the bond because the lowdr 
the... price to the public then the lower the interest 
rate could be because the higher the return. You might 


get into a very bad situation there. 


to catch the more flagrant cases of this, but all we hear 
is what might be done to assure that the person benefiting | 
by the discount pays some tax on that discount as they 


| 
COMMISSIONER PERRY: There is a Section now | 
| 
| 
| 
| 
would were it a coupon interest. I don't think anyone 


| 
| 
| 
has ever, come up with a feasible sortvof plan. 
THE CHAIRMAN: You are referring to discounts? 
COMMISSIONER PERRY: Yes. Mr. Grant had 
mentioned discounts and I was following up. Most of 
these payments are cash payments. When you pay a 
commission to an underwrite it is a cash transaction and 
appears in his income and is subject to tax. Discount 


performing a selling function. 
normally doesn't. It certainly increases the real cost 
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of the financing but it isn't normally income to the 
final recipient of the discount. 

MR. WOODS: We are dealing with discounts. 
The suggestion of the Canadian Bar Association and the 
Canadian Institute of Chartered Accountants was it would 
be allowed as long as it wasn't more than one-quarter 
of one per cent. It is a most practical solution and 
allows you to complete issue with much more than one- 
quarter of one per cent which should not within reason 
ever be more than one-quarter of one per cent. 

THE CHAIRMAN: They recommend the tax to the 
recipient. I don't follow that. 

MR. WOODS: We are not recommending that 
if we have allowed a corporation not more than one-quarter 
of one per cent, I don't think it is practical to tax 
in the hands of the recipient. If you do attempt to allow 
it to the company regardless of the amount I think it 
has to be taxed in the hands of the recipient, presumably 


at the time of issue. 


in the joint submission of the Canadian Bar Association 
and the Institute of Chartered Accountants? 

MR. WOODS: I understand that it is contained 
in their submission. 

MR. WISHOIT: That was in the joint submission 
back in December of 1962. 

COMMISSIONER PERRY: It is there all right. 
I remember that. 


COMMISSIONER GRANT: Is that contained 
THE CHAIRMAN: Anything more on paragraph 12? 
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COMMISSIONERC GRANT: I was going to ask 


something on right-of-ways. 


| 
| 
THE CHAIRMAN: That is two ahead. We have 
not reached there. 
THE CHAIRMAN: Costs of hearings is the next | 
item. Is it true that none.of these expenses are 
permitted for tax purposes? 
MR. WOODS: There is a great deal of 
uncertainty there. This industry we are representing 
to a great degree is not assessed because to a great 
degree we are dealing in loss years. We might discuss 
that. This was in the front and we passed over it. 
Thenassessing people seem to have a great deal of doubt. 
Every one of us knows assessors seem to approach these 
hearing costs with a suggestion that they are certainly 
doubtful, and in some cases it seems to turn upon whether, 
the discussion with the assessors seems to turn upon 
whether the application of hearing was successful and in 


the public utility business hearings are a continuous 


| 

part of doing business. 
THE CHAIRMAN: Might I ask, Mr. Woods, if 

they have ever been disallowed? It seems to me the 

law must admit this. It is a cost of earning incomes 


MR, WOODS: As I said, sir, most of the 
companies here have not been definitely assessed because 4 
the loss of capital cost allowance situation and will not 
be assessed for some time to come. In our case we have 
been carrying on continuous discussions: with the Departmen 
| 
| 


officials on some of these, such as the Borden Commission. 


We don't know today whether they are allowed or not. 
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THE CHAIRMAN: I know some of the companies 
have indulged in the public hearings and I know that one 
them has been assessed and therefore I know that there 
are precedents, but I don't know whether or not they 
were allowed and therefore I ask you does anybody know 
a case where they have been disallowed? 

MR, WOODS: We have no case where they have 
been disallowed in the ultimate assessment,sir. 

COMMISSIONER GRANT: In a case which involves 
a court action the costs are subject to taxation and 
both the winner and the loser would be permitted to deduct 
their costs, but ina case of hearings before tribunals 
and boards and so on there is no provision that I know 
of for taxation of the costs involved. That, I suppose, 
rests on the assessors with' the Department of National 
Revenue to determine what is reasonable. 

MR, WOODS: I don't believe we have had 
any discussions with them of whether the expenses were 
reasonable in amount of not. 

THE CHAIRMAN: That is not what is contained 
in here. You: are talking about: the principle. 

MR. WOODS: Talking about the principle. 

THE CHAIRMAN: As I see it you don't need 
any help on the principle, unless I am mistaken. I think 
the law supports you. 

MR. WOODS: I would like to ask Mr. Andrews 
to speak to that. He is with Northern Ontario Natural 
Gas and they have had some costly hearings. 

MR. ANDREWS: We! have, in respect to a heari 


of Trans-Canada in respect of natural gas -- we had 
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discussions with Trans-Canada to agequire more gas at a 
certain price. We intervened in this hearing, and through 
our intervention we did obtain our contract to get more 
gas. This cost us a certain amount of money, perhaps 
$60,000, legal fees, engineering consultants and so on. 
As Mr. Woods says a is true this has not been assessed, 
but the auditor has been in, audited and disallowed this 
in his working papers. It is true final assessment 

has not been made because we are not yet as a taxable 
position and it could be reversed sometime in the future. 
However at this time the auditor has disallowed it. 

THE CHAIRMAN: Thank you. 

COMMISSIONER PERRY: You do say in paragraph 
14 that the Department has not been consistent in its 
treatment. Do you have cases where it has been allowed 
and cases where it hasn't? 

MR. WOODS: We have cases very similar to 
this one where the Department assessors have allowed it. 
In Northern Ontario Natural Gas, the present decision 
of the Department is they are not allowed. 

THE CHAIRMAN: That is only at the assessing 
level as Mr. Andrews pointsout. 

MR. ANDREWS: That is right. 

THE CHAIRMAN: And it has not been looked 
at at the top level of the Department. 

MR. ANDREWS: This has been taken to Ottawa. 

THE CHAIRMAN: It has been taken to Ottawa. 

MR, ANDREWS: Yes. 

THE CHAIRMAN: And Ottawa has told them to 


disallow it? 
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MR. ANDREWS: That is right, sir. 

COMMISSIONER GRANT: And the amount is not 
the factor, it is the principle at the moment? 

MR. WOODS: That is correct. 

THE CHAIRMAN: I suspect in the case that 
you refer to it has some resemblance to a non-revenue 
item because you are securing rights of a continuing 
nature for capital purposes. That is what it appears 
to be. 

MR. ANDREWS: That has been the attitude 
that has been taken that it is a contract running over 
a period of years, gas bought at a certain cost. If 
we hadn't got this contract and not spent this money 
to do this, conceivably the cost of gas would have been 
higher and consequently the income would have been lower. 

THE CHAIRMAN: I am wondering whether it would 
be fair to legislate that all costs in respect of 
regulatory hearings should be allowed for tax purposes. 

Usually there must be costs which are of a capital 
nature and which should not be allowed. I cannot think 
at the moment what they are, but I suppose that somebody 
going into business and needing to secure a supply of 
gas to go into business, the cost of obtaining that 
gas should be capital and not income. Am I right? 

MR. ANDREWS: You still have to have that 
contract before you can deliver gas and therefore it is 
a necessity in earning income. Whether or not it is 
allowed as a one-shot item or whether or not it is 
allowed as amortization, in my opinion, it should still 


be allowed as an expense because it is an expense of doin 


me ee 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 4388 


business. 

THE CHAIRMAN: Your capital costsof any 
business are expenses of doing business? 

MR. ANDREWS: Yes 

THE CHAIRMAN: One has got to distinguish 
between capital costs which are there for all time and 
the current expenses. 

MR. ANDREWS: This is true. 

THE CHAIRMAN: I would think if with your 
contract you are going into business to secure gas that 
might be in the first character and not the second. 

MR. ANDREWS: These are for specific lengths 
of time contracts, Are they any different than the 
plant themselves? In other words you can spend money to 
put in plant to distribute gas. Should they not be 
amortized over a period of time similar to plant? 

THE CHALTRMAN: I think there is certainly 
an argument in there for that if they are restricted, 
and I assume it is restricted. 

MR. ANDREWS: Yes, correct. 

THE CHAIRMAN: Again that would make it 
capital cost subject to amortization. 

MR. ANDREWS: That is right. 

THE CHAIRMAN: I am not sure there should be 
one general rule that all hearing costs should be 
treated as revenue expenses. Anything further on that? 

Costs of right-of-way -- have you something 
there? 

COMMISSIONER WALLS: Yes. Am I not correct 


that generally speaking your industry doesn't make an 
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attempt to purchase right-of-way but rather obtain an 
easement, something from 50 cents to $1 a rod, as I 
understand it. Is that not the customary procedure? 

MR. WOODS: Yes, sir. 

COMMISSIONER. WALLS: I am not a lawyer and 
I have not the legal interpretation but an easement 
seems to me more of a long-term rental than acquiring 
the access and that you can't make the deduction if you 
acquire the land of the taxpayer for utilities. 

Has it ever been tested whether taking of an easement 
is interpreted as acquiring under the Act? 

It seems to me as a layman that what you pay out in 
easementscould be a deductible expense. 

MR. WOODS: I don't believe it has ever 
been tested, there has ever been any court case in 
practice. Ittles clearly established the principle of 
easement, that the cost of obtaining this easement should 
not be allowed. I don't believe there has ever been, 
somebody else may have some, but I don't believe I am 
aware of any attempt to take this to a court of law. 

THE CHAIRMAN: Let me see if I know what 
you are talking about. I an not a bit sure I do. Are 
there two ways of securing these rights, one to buy 
the property and the other to pay something for the right 
to put your lines across somebody else's property. 

MR. WOODS: That is correct, sir. In 
practice we very seldom buy property, and I don't think 
there is any point of issue when you do buy land. If 
you happen to buy land in pe at is clearly, and 


everybody accepts it is not an allowable deduction. It 
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foblows the rules of land. In these places where you 
acquire an easement there is no residual value to the 
expenditure, we don't own the land. There is no residual 
value. The suggestion is it should’:be amortized on the 
Same” basisras the pipe it holds, if it’ is 50 years it 

is amortized on that basis. 

THE CHAIRMAN: When the pipe wears out 
wouldn't you put a new pipe down on the same property? 

MR. WOODS: You might, but in most of the 
easement arrangements in Canada you have to make a 
new easement arrangement with the owner at that point 
efntime. 

THE CHAIRMAN: Would you, because you have 
aright on the property for the life of the pipe? 

MR. WOODS: Some only allow you to -- there 
are as many forms of easements as there are municipalities 
in this country, but some allow, when you have the right, 
you have the right to put two or three pipelines in 
but others, the most usual’ onecis that you havertihetright 
to put a pipeline down, and if you want to put another 


one in you must deal with the owner again. 
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In effect we believe this is not allowable 
for this item from the thought that this is, in effect, 
a purchase of land. The farmers use the land for -- 
they cultivate it. In effect the gas companies depreciate 
it in their books. Do not attempt to carry this as 
a perpetual cost, like land. I believe in all the 
regulatory bodies it might be depreciated for regulatory 
purposes. 

COMMISSIONER WALLS: I believe in some 
parts of North America, I don't know whether in Canada 
but in the United States that the easement has to be 
renewed over periods of so many years with the landowner. 
You again emphasize the fact this is, I take it, really 
a rental? 

MR. WOODS: Thab is right. 

THE CHAIRMAN: Anything further on cost 
of rights-of-=ways? Is there anything that you think 
we might have overlooked and to which you care to 
draw our attention? 

MR. WOODS: I would like to refer youvto 
paragraph C on page 2. As I mentioned earlier, this 
being a very new industry, With large capital cost” 
expenditures -- the result is there that the capital 
cost allowances which are available tend to defer the 
payment of income tax for many years in the future. 

The present procedure, whereby no final 
assessment of business losses are received, introduces 
a very large element of uncertainty. These years are 
going to have to be assessed with finality sooner or 


later and if I may use Trans-Canada as an example, probabl 
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the most extreme example, but Trans-Canada is a corpor- 
ation which commenced business in early 1950, became 
active in the mid-'50's, and the present projections 
are that it will not pay income tax until the early 
LTOLAG 

This means that we will never’ have any 
finality to ae income tax position until the '70's 
when these matters will be -- can be up to 15 years old. 
The accumulation of these uncertainties over the years, 
plus the difficulty of having familiarity at the time 
they finally come up, apart from the fact of finding 
all the early documents pete iit 1 this is an extreme 
cease for Trans-Canada, Greater Winnipeg are not yet 
in a position of paying income tax. Northern Ontario 
are not. Some of the other companies are a little more 
mature but we would like to see developed some procedure 
whereby possibly even only on request the Tax Department 
would arrive a some finality on these matters and 
would give some degree of certainty. 

THE CHAIRMAN: Why do you say 15 years? 
Losses can be carried forward for five years, because 
you are thinking about expenses other than losses? 

MR. WOODS: I mean by 15 years we will never 
have a complete assessment of our affairs until the 
1970's when we commence to pay income tax, by which 
time all years will be subject to review. 

THE CHAIRMAN: Yes, but surely then you 
will only be assessed the years of profit in the 1970's, 
and then there will be deducted from that the losses 


within the last five years so the Department are only havijng 
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to cope with losses on that restricted period; won't 
have to go back 15 years? 

MR. WOODS: At that time they themselves -- 
that is true but in the assessment of the year 1970, 
or the 1972 year, at that time they will have to accept 
with finality all our handling of business losses for 
these early years. How we claimed capital cost 
allowance and they may decide at that tine that some 
of the early years were really subject to tax. You have 
the accumulative effect right there. 

THE CHAIRMAN: Then, of course, you must 
remember with the many losses, there will be no need 
to assess whatsoever because in a lot of cases the losses 
won't be used against profits, the companies run downhill 
and eventually will become insolvent and as a result 
the £Oosses disappear and there is no need for the 
Department to cope with those losses at all so I wouldn't 
think it reasonable to impose on the Department a 
need to assess every loss year. 

I think perhaps what you say might be a fair 
middle course. 

MR. WOODS: Possibly on request, because most 
of these early years -- the companies are not maybe 
dealing with tax losses but bringing their taxable 
income to zero by the claiming of certain capital 
cost allowances which are never being assessed with 
any finality by the Department. 

COMMISSIONER GRANT: I would like to ask 
you, Mr. Woods, as to what degree of control now exists 


between members of your Association and any other organ- 
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of the rate of tke price of the product? 

Now one thing: Are you subject to control 
by a Board of Public Utility in every instance? 

MR. WOODS: Yes sir, I believe so. Companies 
such as national companies are subject to a Board, the 
National Energy Board, a Federal Board and I believe all 
the Provincially investor-owned utilities are subject 
to various Provincial regulatory Boards. 

COMMISSIONER GRANT: So that in no instance 
are two companies able to get together and determine 
their contract and set the rate without it being 
approved by a Government Board? 

MR. WOODS: This is true sir but in practice 
the companies do get together and have up until today 
got together and established a rate between themselves. 
They have filed those rates with the Regulatory Board. 

I am dealing now with -- I better go back here -- I 

am dealing with national transmission companies as they 
sell to the Provincially owned utilities. Up until 

this moment all contracts had been by mutual arrangement 
and had been filed with the National Energy Board. They 
have not been specifically approved by them. 

COMMISSIONER GRANT: That is on inter- 
Brovincial contracts? 

MR. WOODS: That is on inter-Provincial 
contracts. Within the Province, I believe every 
Provincially=oriented-operated investor-owned utility 
have had proceedings before their Provincial Regulatory 


Boards to establish the rates they sell to their ultimate 
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In other words, Greater Winnipeg has been 
before the Manitoba Public Utilities Commission and have 
had their rates, but they in turn -- Greater Winnipeg 
sell to the various customers of the Greater Winnipeg 
area, approved. 

COMMISSIONER GRANT: One thing we have not 
touched upon, it seems to me today, is the ability of 
the gas industry to absorb a higher price for its product 
and still be competitive. Now to the uninitiated it 
seems reasonable that gas is afairly cheaply marketed 
product in that it comes out of the ground, subject to 
control, it definitely ends up tn theflands of the consumer 
without the same amount of capital expenditures say as 
required in the Hydro system or a thermal: unit for the 
production of energy. 

Is the gas industry able to stand this 
increased cost and still make a profit? 

MR. WOODS: First the gas industry is a 
very highecapital employed pene I don't know how 
you would relate it to the Hydro industry. I don't know 
what terms of reference you would relate it to but 
certainly whether the gas industry can absorb higher 
rates or not, I do not -- I am not competent to say. 

I know Trans-Canada is trying to sell gas*:all the time 

to the distribution companies and they do not give 

any suggestion they can pay any more for this gas. Where 
you get into areas like Montreal where natural gas 

has beenfighting for its life, vis a vis imported oil, 


in effect they must price the industrial gas, the type of 
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gas which is sold to industrial concerns, they must price 
it right on the B.T.U. basis with the imported oil which 
again is subject to some world-wide price pus1eente, 

COMMISSIONER GRANT: I notice that one of the 
largest gas distributors, the Consumers Gas, is not 
supporting this submission. Is there any significance 
there? 

MR, WOODS: Well they are not not supporting 
this submission. 

COMMISSIONER GRANT: According to appendix 
A, page 2 they are not supporting --- 

THE CHAIRMAN: They explained to us that 
while they did not support it, they had nothing against 
pas 

MR. WOODS: They had nothing against it. 

They felt they would prefer to submit their views to the 
extent they thought necessary to this Commission in their 
own manner and possibly as a corporate member. They have 
no objection with any point raised in this brief and the 
same for Quebec Natural Gas Company, The Quebec Natural 
Gas Company is not a member of the Canadian Gas Associatio 
at the moment. They were a member. They got in very 
serious financial difficulties, Quebec Natural Gas, and 
they discontinued membership in anything they could think 
of. They are just starting to come back and they have 

not renewed their membership. 

I don't think there is any significance to 
the fact they have not. Just one thing they have not 
got around to. 


I took the liberty of having the President of 
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the Quebec Natural Gas read this brief to see if he had 
any ideas or any suggestions. He said he was not a member 
of the Canadian Gas Association and therefore could not 
become a signatory but he completely supported it. 

COMMISSIONER PERRY: I just have one question 
inthe area of expropriation. Would it be asking too 
much to request you to say where your particular fear 
of expropriation lies? I don't mean by that in which 
Province, but in which section of the industry, beginning 
at the gas field itself. For example, is it likely that 
a Provincial Government is going to take over a gas 
field? You see the counterpart in Hydro is that they 
have taken over the primary power production site and 
the asset on the site. 

MR. WOODS: I think the fear is clearly -- 
not at that level but the fear is clearly at the Provincially 
-located distribution companies. 

THE CHAIRMAN: How about the national 
distribution companies? No, I suppose not. 

MR. WOODS: The same principles do not apply. 

COMMISSIONER PERRY: So it's the Provincial 
and Municipal distribution systems where your main fear 
would lie? 

MR. WOODS: I have never heard any suggestion 
of gas fields. 

COMMISSIONER PERRY: I really would like to 
bring you out on that because the pargsllel in electricity, 
of course, is they have gone right back to the root 
source. 


THE CHAIRMAN: What Provincially-owned distrib- 
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ution is there now? British Columbia, of course, picked 
up some, 

MR. WOODS: Investor-owned Provincially- 
located utilities would be, moving from the West --- 

THE CHAIRMAN: No, I mean Government-owned,. 

MR. WOOD: There is the City of Vancouver, 
the old B.C, Electric System. There is the Saskatchewan 
Power and while it is not natural gas, there would be 
the distribution system of the Cityosf Quebec, the 
Old Quebec Power System which is the manufactured gas 
system. The hope is that before too long natural gas 
will be extended from Montreal eastward to presumably 
Quebec City and that system is now part of the Quebec 
Hydro. 

THE CHAIRMAN: There has been no expropriatio 
of gas distribution system except as part of the 
distribution by' utilities, is that not correct ? 

MR, WOODS: That is right. I don't really 
know the histopny of the Saskatchewan Power but in 
recent times that is true sir. 

THE CHAIRMAN: But still, as you point out, 
the same forces would operate, as you ke with regard 
to Hydro-Electric. 

MR. WOODS: It seems to be a complete 
parallel. 

THE CHAIRMAN: Well thank you Mr. Woods, 
gentlemen. We understand, I believe, what you put before 
us and we will give it our further thought and attention. 
It there anything else you have to say to us? 


MR. WOODS: No sir. We would like to thank 


2mm 


‘i ‘ 


| bafetq osteo To “atdiaeo 


Ned 


=% 


é 


-yiiurontver’ penwo-sorpsval '* TO 


nt a 


ao Sao neth galvom .oe ee 


- = 


| BPhwo- dasanieved neem. rT 4m yams a oo - 
oT a) ee ee vabew * ie om 


tee 


er oestt .naveya jFitoela a ifos 


vewetotadas& adc 


eteven gon eb 32 elldw as a 


ag Blvyow ete? .b5a 3 ; 
i i 


att to mesayG noksudtate ly oft ° 


sux ,cadsu’. Is a 
, 


geq. bowltos tT em ead et iaaieas (w meteye bade Hadsup pLo- 


ytoed fans el aaeed adit ‘;sedsys 


demostg of $a59 Exotanion mor’ psbasizs ov rite let 
346i! 4% So 22e8a @en 62 meveye fe) Das Galo otend 
orbel 


yradt raaANTanD. set 


(9 eataaet 
sqgaxe moseys coltrdhaselb eas 390 
ted? af ,eeretiiva’ ya nolttudizgsals 
ise ©) Fe FS t teff e000" Re ha 
12 wo" satieotadeak 943 ‘Te yroseia sid woud 7 
| ate osm’ at tails sinh? fnseet OS: 
oy we tente See  eWANETTARO EBT 3 
DIM i tndua woy es .svntego Sivow ese 570% Sass st? 
otxtoels-oiby of 
statenes 8 sé Od enfoea GT seOOW VAN i: 
| /Tettonnq \ 
| _ebooW 4m dy Sead [few . sMAMATAHY ear ‘ 


| 
a 
aofinstis one nsgwods wort eo 22 ovty tlle ow bos an 


eotiad juq woy Sante .jeveliod = ,bnat arobaw. ow manel soe 


4 ype of eved voy eale satdsyis sxedd at 


en 


4 Basns sf sail bieow ot. 2te wie 22TH 7 yi 
i a -_ 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 43 99 


you for your hearing. 

THE CHAIRMAN: Thank you very much indeed 
for your assistance. 

THE SECRETARY: Mr. Chairman, I would just 
like to enter into the record this submission which was 
received on October 18 from the Board of Evangelism: 
and Social Service of the United Church of Canada. The 
brief has been distributed to the Commissioners. 

I would like to enter it into the record as Exhibit 


a554 


-~--EXHIBIT NO, 233: Submission of the 
Evangelism: - and Social 
Service of the United 
Church of Canada. 


THE CHAIRMAN: We will stand over until 


9:30 tomorrow morning. 


~--WHEREUPON THE HEARING ADJOURNED UNTIL 9:30 A.M., 
TUESDAY, THE 29th DAY OF 


OCTOBER, 1963. 


TT. has 


tnatt 


onset dF “otal rete ot eNtL 


T5806 PONS EN \S 


poibread “m0y mot POR | 


;HAMHIAHO SHAT Bite 


_gonsdalvas uot Tae a 


y 
re) 
[ 


acecmncad aay 


; , 
a 


moet OY vedodod mo bevisses " 


Doe 


4 od ‘Id soivrs? Letoot Das | f q 

Sotidizdéalbh aged) ean sted | 

4' goatns of ‘ltt Aiyes Ly 

EES 

7EES. . On Tints 
‘MAMALAHD ART 

,noterrom. wortoaiod 08: 

SUTRAAH ABT nOTW! SHwW- 


sk do 


e 
Tt WAdct OTT: 
T} e VANES ty 
; 


eT KT 
tan jue) ®: 


q 
qi 


7 
q 

) 
7 


ROYAL COMMISSION 


ON 


TAXATION 


HEARINGS 


HELO AT 
OTTAWA 


ONT. 


VOLUME No.: DAG. 


re 
ac 


OPP ICTAL REPORTERS 
ANGUS STOVEHOUSE & (CO. LTD) 
BOARD OF TRADE BLDG, 

41 ADELAIDE ST, W, 
TORONTO 


364-5865 SG he) DGS 


a Vee 3 


eh 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


ROYAL COMMISSION ON TAXATION 

Hearing held in the Centre Court 
Room, Exchequer Court of Canada, 
Supreme Court Building, Welling- 


ton Street, Ottawa, on Tuesday, 
the 29th day of October, 1963. 


BONMISSITION: 
MR. KENNETH LeM. CARTER -- Chairman 
MR. J. HARVEY PERRY 
MR. A. EMILE BEAUVAIS 
MR. DONALD G. GRANT 
MRS. S.M. MILNE 


MR. CHARLES WALLS 


LEGAL 1 Ae a SI Sg aS 


MR. J.L. STEWART, Q.C. 


RESEARCH DIRECTOR: 


PROF. D.G@. HARTLE 


SECRETARY: 


MR. G.L. BENNETT 


KHEKHEK 


23) 


236 


23 


. STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 


INDEX TO EXHIBITS 
DESCRIPTION 


Submission of the Canadian Importers 
Association, Incorporated, 


Brief of the Canadian Export 
Association. 


Submission of Volkswagen Canada 
Limited 


Submission of Mr. John H. Gillis 


o) 
HNKHKHNEHE 


4434 


492 


4uge 


Sone 


joa neibens): ety ‘te re Peel 
<1 


sbsttsd nesswerloY to sotuntmdue 
bed Lait 


wh ! 


Pistar I aio .4i 20 pbheatmdue 
‘eeaean ae | 


if 
Py 2 


v 
peer ecerre 


cnoldstoouea: 


- Tf. 


“s 


- See Se 


i 


eee ee 


ANGUS, STONEHOUSE & CO. LTD. Ottawa, Ontario 
TORONTO, ONTARIO Tue sday 4UOQO 
October 29th, 1963 


---ON COMMENCING AT 9:30 A.M. 


THE CHAIRMAN: Mr. Secretary, it is now 
9:30. We will commence. 

THE SECRETARY: Good morning Mr. Chairman 
and Commissioners. Our first brief this morning is 
being presented by the Canadian Importers Association 
Incorporated. We have here a group of gentlemen from 
the Association led by Mr. A.T. Brodeur, who is the 
President of the Association. 

THE CHAIRMAN: The name is? 

THE SECRETARY: Brodeur, B-R-O-D-E-U-R. 

Mr. Brodeur is President of Cassidy's Limited, Montreal. 
He will introduce his colleagues and give a few opening 
remarks concerning the brief. I would like to enter 


the brief into the record as Exhibit 234. 


---EXHIBIT NO. 234: Submission of the 
Canadian Importers 
Association, Incorporated. 


SUBMISSION OF 
THE CANADIAN IMPORTERS ASSOCIATION INC, 
Appearances: Mr. A,T. Brodeur Mr. M.E. Corlett, @.¢C. 
Mreedsi oe Manicy Mr, HNolveVickery. 


Mr. S.W. Beaney 


THE CHAIRMAN: Thank you. Good morning 
Mr. Brodeur, gentlemen. We have read your submission. 


Thank you. We have a few questions to put £o170Ux 
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Before doing so let me introduce the Commission to you. 
You see the names here before us. I would like you on yo 
part to introduce your associates to us. If you have 

any preliminary remarks concerning tl® brief we are 
prepared to hear you or if you would like to give a 
summary. We endeavour to conduct these hearings rather 
informally, as informally as is conducive to doing an 
efficient job. Stand if you wish but don't if you don't 
want to stand. We are glad to see you. Would you care 
to proceed? 

MR. BRODEUR: Mr. Chairman, first of all 
let me express the thanks of our Association in making 
it possible for us to present this brief and voice our 
views on this subject. 

My associates on this delegation are Mr. 
Terry Manley, who is our first Vice-President and Presiden 
Sok, Manley and Sons Limited, Toronto; Mr. S.W. Beaney, 
the Associations:Honorary Treasurer and President of 
S.W. Beaney Limited, Toronto; Mr. M.E. Corlett, Q.C., 
Association Legal Counsel and a member of the law firm 
of MacLaren, Laidlaw and Corlett, Ottawa and Mr. N.H. 
Vickery, our Association Assistant General Manager. 

As you have our brief I presume it has been read? 

THE CHAIRMAN: Yes. 

MR. BRODEUR: I will limit my remarks merely 
to saying that as representatives of five or six hundred 
members most of whom are importers we are always on the 
lookout for possible improvement in the conditions that 
apply to these importers and also thankful for the opport- 


unity of studying taxation and taxes that apply to those 
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importers and thereby set the conditions under which 
these importers will have to work. They represent an 
important segment of the economy and as such merit 
consideration in all aspects of taxation. I presume that 
you will want to ask us questions so with those few 
remarks we are at your disposal. 

THE CHAIRMAN: Thank you, Mr. Brodeur. My 
first question is on page 4 on tax structure. Has 
anyone anything to raise before that? 

COMMISSIONER WALLS: I have a question on 
page 2. 

THE CHAIRMAN: Yes? 

COMMISSIONER WALLS: The bottom paragraph 
you state: 

"We would like to see tax incentives 

"siven to Canadian exporters." 

Does this not, in fact, mean we would then 
have to make concessions to other countries to make it 
easier for them to enter into this country and that is 
what you really wish as importers? 

MR. CORLETT: Mr. Commissioner . 

COMMISSIONER WALLS: Walls. 

MR. CORLETT: I am sorry, I am somewhat 
shortsighted. It is true, but it seems from Parliament 
and tax literature that we see this matter of providing 
exports incentives is becoming quite popular in Canada 
over the past few years and in principle as you can see 
from the earlier part of the brief, of course, we stress 
the explanation that most benefits of this country will 


extend to a large extent from increase in exports. The 
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sentence which follows that sentence we would like to 
see tax incentives given to Canadian exporters -- we 
do express that reservation: and I think it is clear -- 
it is known to this Association that other countries 
are going to be watching this type of conduct on the 
part of the State moreso now than ever before. 

I would cite as an example the Stockholm 
Convention of 1959 which established the European Free 
Trade Association and Article 13 of the Convention under 
the heading of Government Aid: member states -- this 
would be members of the E.F.T.A. should not maintain 
or introduce: (a) the forms of aid to export of goods 
to other member States which are described in annex C. 

If you refer to annex C there are a number of types of 
Government Aids that are enumerated, one of which being 
sub-paragraph C reading: 

"The remission calculated in relation 

"to exports of direct taxes or social 

"welfare charges on industrial commercial 

"enterprises." 

Our point, Mr. Commission, is it is our 
opinion than in future trade agreements to which 
Canada will be a party this matter of incentives through 
concessions of income tax or other forms of direct tax 
will be dealt with more specifically than has been done 
so in the nant when other countries were primarily concern- 
ed with rates of duty and perhaps methods of valuation. 

THE CHAIRMAN: You don't include the abatemen 
of indirect taxes within the term "incentives", do you? 


MR. CORLETT: Well, Mr. Chairvan, I take it 
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you are thinking of the non-payment of sales tax on 
goods exported? 

THE CHAIRMAN: JI am. 

MRatCORLETT: «Well, «to. the.extent that, 1+ 
is possible for Canada to do this, certainly and certainl 
they have in the case of sales tax in exported goods in 
the past been able to do that. From the point of view 
of Canada endeavouring to conduct the scheme Mr. 
Commissioner Walls raised -- it might be more difficult 
in the future to follow this programme than it has been 
in the past on the grounds that there is in fact a 
Situation developing. 

COMMISSIONER PERRY: You mean to follow even 
the programme of not applying indirect tax, you think 
this might become suspect in the future? 

MR. CORLETT: .I think 1t is within.the, realm 
of possiblity. 

COMMISSIONER PERRY: This rather shocks me 
because Canada has been carrying on this practice for 30 
years, at least. There is nothing new about it. 

THE CHAIRMAN: This practice is followed 
by most other countries. 

COMMISSIONER WALLS: I think there is only 
one main trading country that adds sales tax to their 
exports. All other countries do the same as Canada. 

MR. CORLETT: I might also mention that 
Article XVI of GATT dealing with subsidies -- the language 
of Article XVI is not spelled out in the same degree of 
detail as Article XIII of the Stockholm Convention, but 


I believe there is the school of thought who contends 
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that export subsidies in the form of a rebate of indirect 
taxes such assales tax does constitutera contravention 

of the spirit of GATT,but as far as I know the matter 
has not been raised. We are just saying that in our 
humble opinion this is something Canada will have to 
contend with in the future. 

THE CHAIRMAN: Thank you. Is there anything 
else preceding page 4? On page 4 I would draw to your 
attention comments which are headed "The Tax Structure". 
While everyone is in favour of simplification and greater 
clarity these may sometimes only be achieved at the 
sacrifice of equity. It is sometimes difficult to do. 
You believe that we should progress further in that 
direction if there were a great degree of consultation 
within the industrial organizations such as yourselves, 
apparently. Of course what I wonder is what extent 
you haveconsulted with the Government with regard to 
tax? Have you ever offered your advice from time to time? 

MR. CORLETT: Mr. Chairman, yes. Now, 
the Commission will appreciate the major interest of 
an Association of this kind is in connection with another 
phase, namely customs tariff and that is something this 
Commission is not dealing with, but in representations 
which are made to the Minister of Finance and Minister 
of National Revenue at least once a year, sometimes 
twice a year this matter of consultation with importers 
who have representative groups in Canada has been raised, 
but as far as this Association is concerned we never 
felt that we got anywhere but what we have in mind is 


this, the nature of the Canadian economy has become so 
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complicated and the tax income is becoming so great that 
2] thé method in imposing taxation which might have 

3 been satisfactory 20, 30, 40 years ago might no longer 
41 be So, in fact we are convinced that it is not, 

5 Most measures will originate, of course, 


6] with the bugget which is usually an annual event and 


7 we recognize, of course, that the element of secrecy 

8 must be preserved in connection with certain essential 

9 feature of the budget such as the rate of tax or withdrawall 
10 


of taxes or modification of rate and so on, but it is 


11 our considered opinion that the matter really has not 


12 been adequately dealt with insofar as the public is 

13 concerned. The budget is brought down after which there 
14 is a general debate on the resolutions which are 

15 introduced as part of the budget. As the Commissioners 

16 know the general budget debate is one of the few opportun- 
17 


ities when a member of Parliament can speak on any 


18 subject so that some of the efforts on the part of the 


19 members don't relate to taxation matters at all. 

20 After the budget regulations are improve d 

21 in due course the amending taxation bills are introduced. 
22 Now, Pee nasots inithe case of the Income Tax Bill 

2 it is a fact that iwhat are described as technical 

24 amendments are introduced in the bills that haven't 

2 been mentioned or advertiséd in the resolutation at all. 
26 


I am not suggesting that they should be necessarily. Then) the 


1 receive second reading and then the public in the whole discussio 


48] and then third reading. I think a worthwhile practice 
a has been introduced in recent years since the 
30 


conception of the Canadian Tax Foundation of allowing 
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a period of time to elapse between the first and second 
readings to permit an expert Committee made up largely 
of nS: and chartered accountants to comment on the 
provisions of the Bill. That 1s fine. It is our feeling 
they should go further than that. I mean these tax 
features affect so many people. We know the practice 
that is followirg in the United States. I don't think 
we would suggest that the American practice fit in with 
our system of Government. I think we have in mind at 
the House of Commons stage that the bill, that the tax 
bills arising from the budget: should be presented or 
referred to a standing or special committee of the 

House of Commons and opportunity given to interested 
parties at the industrial and trade level to give their 
views. Another method, I must admit it has been recently 
used, is to introduce a taxation bill and then leave the 
bill over for a session so there can be public comment. 
That was done with the Income Tax Bill of 1948 and with 
the Estate Tax Bill of 1958 or 1959, and that is fine, 
but there is no a eseaieee pattern and it-is) our: feeling 
that the time has come when the State must give an 
opportunity to interested parties, not only among the 
learned professions, but people who are going to pay the 
taxes, to express their views. As a practising lawyer 

I rather suspect Mr. Coyne will bear me out on this, if 
one wants to seek an interpretation of the wording of a 
Section that has been inserted in a Tax Bill, whether it 
be an Excise Tax Bill or Customs Tariff Bill or Incame 
Tax Bill, if one wants:to know what the intention is, 


and admittedly it is not recognized in a court of law, 
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is to look and see what the Minister has said about the 
matter or what certain members:have said. To my 
disappointment I find in some cases Sections of the 
Tax Bill have been passed without any discussion at all. 
What arises from time to time, it is necessary to amend 
a Section at the next session of Parliament. That is 
what we had in mind when we expressed our views that 
appear towards the bottom of the page. 

| THE CHAIRMAN: Thank: you. Mr. Brodeur, cauld 
you give me any explanation of whether you have in the 
past suggested simplification and clarity which haven't 
been incorporated in the Act or have you any specific 
recommendations now as far Re mete eian or clarity 
of the Act? 

MR. CORLETT: I don't know. I must confess. 
Mr. Chairman I haven't but Mr. Vickery who is more familia 
with the work of the Association might. 

MR. VICKERY: I think the difficulty is as 
far as this is concerned as I think Mr. Corlett said our 
representations and our interests are normally in the 
field of customs tariffs. It is a field that is normally 
of great concern to the import trade and it is on these 
matters that we have made recommendations and also in 
matters concerning the Minister of National Revenue con- 
cerning the way certain aspect of the tariff are 
administered. 

THE CHAIRMAN: Thank you, Mr. Vickers. What 
are these matters that vyou refer to in the first paragraph 
on page five which are at the discretion: ofthe Minister 


and which one should consider removing? There are very 
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few items’in law that are 
ister now? 

MR. CORLETT: 
always creep in. I would 
I don't know whether I am 
that is not law but it is 
imagine there would be no 


what we have in mind. If 


Aog 


at the discretion of the Mine 


That is true, but they can 

refer the Commission to Section +-- 
in order speaking of something 

a public inquiry and I would 
abjection, but it illustrates 


you look at Section 138A of 


the present Income Tax Bill which is presently before 


the House of Commons, Bill C-95, this was the new Section 


to deal with the matters relating to dividend stripping 


and whether or not a situation involving associated 


companies exists. 
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Here is a situation where the Minister is 
given discretion. Now true an attempt has been made to 
water that down by providing an appeal but the question 
is how effective would an appeal be? How far would a 
court go? If the Minister has acted, he has acted under 
his discretionary power:* and as long as he has acted in 
good faith, I would not feel that a Judge would be incline 
to reverse it. 

After all, the courts always have said many 
times that in matters of Ministerial discretion, if the 
Minister has acted in goad faith --- 

THE CHAIRMAN: Excuse me for interrupting 
Mr. Corlett but I think the Minister in introducing that 
provision indicated that it was a second-best way of 
doing it. He hoped that a better solution would be found. 

In the circumstances, it would seem to me 
it is not a very happy example of what we are speaking 
about, 

Mie GORLETT:.. Jf: dt is an Act... it, gets ginto 
law and you are going to have another instance of 
Ministerial discretion. I concedthe fact that the 
present Income Tax Act was established in 1948 and the 
principle of Ministerial discretion which was so common 
in the case of the old Income War Tax Act was largely 
removed but then it is my recdlection, and Mr. Commissione 
Perry can correct me if I am wrong, but you take Section 
138 of the Income Tax Act, the famous Tax Avoidance 
Sections now to my recollection Mr. INsley,now Chief 
Justice Isley, when he was Minister of Finance and brough 


that in, at one point in the debate indicated that this 
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was the type of section that can only be justified during 
wartime and, of course, we still have it. 

But getting into the Excise Tax field, 
of course, you have got Ministerial discretion and of 
course. the Excise Tax Act is riddled with it. 

THE CHAIRMAN: That is very true. 

MR. CORLETT: Those are the three examples 
that I can think of, and it is always possible as time 
goes on for more to be introduced. 

THE CHAIRMAN: Section 138 is a discretion 
to the Treasury Board is it? 

MR, CORLETT: Yes. The Treasury Board must 
certainly enter the picture, where the Treasury Board 
has decided that one of the main purposes for a trans- 
action or transactions affected --- 

COMMISSIONER PERRY: Before we leave this 
matter on discussion of legislation, I would just like 
to be clear as to ae the witnesses have in mind here. 
There are really two issues involved: Should they be 
able to advise the Minister on what he should do, or 
advise him oo lee pefore a Committee the ways in 
which he proposes to do what he wants to do? 

The witnesses are on all sides of this 
question. A good many of them feel they should be 
consulted in advance of an announcement of tax changes. 
There can be principles involved between the stage 
at which the consultation enters. 

THE CHAIRMAN: You are distinguishing between 
pre-budget and post-budget meetings? 


COMMISSIONER PERRY: If you wish to put it 
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that way. I take it, in those terms, you are thinking 
of post-budget discussions of measures? 

MR. CORLETT: That, I think, is what is 
primary in our mind. The Finance Department, of course, 
always have been courteous and have received us when 
representations have been made, so that seems to be fine 
but we are making recommendations which may or may not 
be accepted, but I think the brief is directed almost 
entirely to the post-budget situation. 

MR. VICKERY: I think, really, in layman's 
terms what we are trying to ask for there is there should 
be more communtié¢ation between businessmen and the 
Government. 

COMMISSIONER PERRY: We have had this in 
terms of the increase in sales taxes on building materials 
for example, this very same line being put forward: There 
should be more genre ce ticn nes in fact see has a 
feeling that what people really wanted was a chance to 
argue there should not be any increase. In fact, would 
have loved to be consulted before the budget as to whether 
there would be any increase or not and there are quite 
different issues involved here. Whether you are simply 
going to have those people looking at the terms of 
legislation to minimize the problems in it, or whether 
they are going to sit hand-in-hand with the Minister 
of Finance to help him plan his budget. 

MR. BEANEY: I don't think, sir, that we are 
really interested in telling the Government what they 
should do or should not do but I think that if there is 


consiltation with the various degrees of our economy that 
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the Government can avoid a lot of tte pitfalls which have 
been evident in the past where they have had to revise 
Grastically certain legislation but I do not think we 
are, for one moment, arguing that we should be the ones 
to make that decision. 

THE CHAIRMAN: You wonldn't be unique if 
you were. 

MR. BRODEUR: In the case of building material 
legislation,» there must have been some valid Rep ocee 
on the part of the building materials people because the 
tax was watered down and altered slightly. 

COMMISSIONER. PERRY: I am not trying to get 
involved in a discussion.:on whether --- 

MR. BRODEUR: Had that discussion taken 
place prior to the bringing down of that tax, they might 
have arrived at a formula that would have been acceptable 
to everyone. 

THE CHAIRMAN: Mr. Brodeur that would have 
been prior to the budget. 

MRC BRODEUR: be Possibly. yer. 

THE CHAIRMAN: It would have to be. 

MR. BRODEUR: Yes, it would have to be. 

COMMISSIONER PERRY: The Minister of Finance 
would love to have any help in this unhappy process. 

MR. BRODEUR: He has had it. 

COMMISSIONER PERRY: I don't know whether 
he wants it that badly. 

COMMISSIONER WALLS: In the section dealing 
with sales tax, where you state that you think it would 


be fatrerto you if they used your invoice price rather than 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Ad 14 


fair market value for duty, surely in recent years 

any revision of tariff has been based on encouraging 
domestic production more than on the fact of it being 
revenue producing, even although it does produce about 
half a million ger reey ah) If such a premise is correct, 
then is the equivalent value to the domestic product 

not one where you should charge the sales tax on the 
imported product based on fair market value for duty, 
plus a duty and, in fact, as other people have recommend- 
ed plus the cost of transporation to port of entry? 

MR. CORLETT: I take it, Mr. Commissioner, 
when you ask that question you have the feéling or express 
the views of those who have the feeling that the 
sales tax levied on the duty paid value alone would 
be discriminatory against the Canadian manufacturer of 
a competitive product. 

COMMISSIONER WALLS: You are right in saying 
that other people have made these representations to 
us and I am just asking where you disagree that fair 
market value should not be continued as it is today? 

MR. CORLETT: Well the viewscoof the Assoctatio 
are these on this matter: normally, and in this respect 
a number of importers have beem remiss, but the complaints 
usually arise from the Canadian manufacturing concerns. 
Their argument is we are being discrimatéed against and 
certainly that matter came up before .a Sales Tax 
Committee of which’! the present Chairman was also 
Chairman back in 1955 but my recollection is that that 
Committee found that the complaints were confined to 


relatively small sectors of the import trade, cosmetics a 
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pharmaceuticals where articles came in in bulk and then 
would be packaged in Canada. The importer — pay on a 
lower basis than the Canadian manufacturer of a competitive 
product ,Then that was remedied by subsequent legislation 
but you also have many situations where, in fact, it is 
the importer who is being discrimated against and I 
Suppose it will never be possible to have complete 
equality between the Canadian manufacturer: and the 
importer as long as the sales tax is levied at the 
manufacturer's stage. 

I suppose yu would have to have a retail 
sales tax to eliminate any possible instance of inequality). 

COMMISSIONER WALLS: You realize, do you 

that the retail sales tax or any of the other sales taxes 
that have been suggested to this Commission, will move 
the tax further forward? The tax in effect is going to 
be charged on fair market value for duty on the duty, 
on the transportation to our shores? In other words, 
if you move the tax forward, then all the things that 
you are opposed to will go into effect. 

MR. CORLETT: We are not sSuggesting.that. 

We are not making this recommendation. 

COMMISSIONER WALLS: I am just pointing out 
that. You mentioned that if it was moved forward to the 
retail level, and we have had many recommendations that 
way. However, if that goes into effect I might point out 
to you that the things that you are objecting to sales 
tax being added to today, would then be added anyway 


wouldn't they? 


MR. CORLETT: Well I would take tt that they 
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would, yes. We are not recommending that. I would assumel, 
certainly our experience so far would suggest that a 
Government for tax reasons and policy would be very 
reluctant to do that. However, tht does not concern 
this Association. 

We are assuming that obviously there will be 
a sales tax which is a big revenue producer, and the 
State has to have the revenue: and we are assuming it 
will continue at the manufacturer'¢ level but the purpose 
of our,.referance in this brief is that, in effect on the 
Sales price of an imported article you tie it in with 
the duty-paid value, then the definition of duty-paid 
value in Section 29 of the Excise Tax Act adopts by refer- 
ence the method of determining fair market value as it 
appears in the Customs Act and Customs Tariff Act from 
the point of view of dumping duty and it is our submission 
that actually there are many situations where the fair 
market value does not represent the true value of the 
article at. all but because of the structure. of the 
valuation section of the Customs “Act, customs duty is 
being paid on a higher value 80 that to that extent, the 
importer is being hurt and the problem is intensified 
by the fact that Canada, along with New Zealand, I believe 
are the only two countries in the trading world, the 
Western trading world who still adhere to the automatic 
dumping duty provision. 

Of course, if the GATTagreement was ever 
ratified by Canada, we would have to change that but that 
is, of course, hurting many importers but if dumping 


duty is automatically levied on goods of class or kind mad 
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in Canada, of course, additional sales tax is paid on the 
amount of the dumping duty that is levied, which throws 
the whole thing out of kilter. 

If the Commission was interested in obtaining 
specific examples, I think that I would refer to my 
cobleagues who are experienced in the actual importing 
of goods, but I think the burden of our case is that it 
is true you may find a situation here or there where the 
manufacturer is being discriminated against by an 
importer, but it is our submission that probably there 
are more situations where the importer is being discrim- 
inated against in favour of the manufacturer, having 
in mind the way in which fair market value is calculated 
under the Customs Actseaso therefore, it was our::submission 
that perhaps it would be fairer instead of taking the 
duty-paid value, take the foreign selling price. 

Now some may say that is rather fantastic. 

It hasrmever been done, but then maybe we are not as 

far away from that as we think,because again if the GATT 
principles are ratified by Canada, the fair market value 
will have to be determined on that basis, namely, foreign 
selling price; 

COMMISSIONER WALLS: There is one -- I am 
sorry, were you through? 

MRYOCORLETT © Yescsir. 

COMMISSIONER WALLS: Immediately following 
that, there is another problem that has been placed before 
us by a number of other participants, and that is that 
the importer has an advantage in that the product does 


not carry the same advertising and administrative expenses 
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1/ that the domestic product carries before sales tax is 
2) added. 
3 Now in your next paragraph you deal with that, 
4 but this seems to be contradicted on the next page, and 
5 I would just like to read two sentences. You say: 
"It should be pointed out thatithe 

"foreign manufacturer's invoiced selling 

"price contains all the usual items of cost 

"that enter into the domestic manufacturer's 

"selling price, such as advertising and 

"selling costs, in addition to the manufactur- 

"ing and overhead costs of the goods 

"themselves." 

Then on the next page you say: 

"In other export markets the importer 

"is allowed a lower price than the home 

"market dealer, because, of course, the 

"importer does not benefit from selling 

"costs. such as advertising that are assumed 

"by the manifacturer." 

Are these two statements not inconsistent 
or is my interpretation of them incorrect? 

MR. VICKERY: Im our point of view they are 
not inconsistent. We are really talking about two 
different things. In the first place we are talking about 
the exporter's selling price includes advertising costs. 
These are advertising costs that he bears in order to 
advertise his produce in his home market, but the 
importer has to pay these costs, because; they are included 


in the price. 
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The other variation is the fact that the 
importer, if he wishes to market his product in Canada, 
is then obliged to advertise his goods in Canada. So, 
therefore, he then has an additional advertising cost 
to bear in this country. In our view the two things 
are not contradictory. We are talking about (a) advertis- 
ing that is done in the domestic market which the 
importer has to pay for and (b) he also has to pay for 
advertising in his own country. 

COMMISSIONER WALLS: Well now this is a point 
I think we would like to get clarified: To what extent 
is the advertising done,by the people that export to 
you,in national magazines in this country? 

To what extent does the advertising have to be carried 
by the domestic importer. I mean the Canadian importer? 
For instance, we see ite Volkswagen advertising in 
national magazines. Now we hear conflicting stories as 
to whether that advertising is paid by the Volkswagen 
Company, the exporting company or whether it is paid 

by the dealers in this country. That has a bearing as 
to who is carrying the heavier load on the sales tax. 

MR. BRODEUR: I can answer that Mr. 
Commissioner in the lines with which I am most familiar. 
We import from countries all over the world. In dealing 
with English exporters to this country, I can say that 
the largest portion of English manufacturers take a 
very dim view of advertising their product in this 
country, or for the benefit of Canadian consumers. 

They are not attuned to advertising very 


much. In dealing with merchandise from the United States, 
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the reverse applies. They will advertise in domestic 
reviews and consumer periodicals so that the Canadian 
importer does get the benefits of that advertising. 

In the case of imports from Japan, Hong Kong, 
from many countries of the Far East, their advertising 
worth in Canada is nil. There is: no such benefit at 
all to the Canadian importer on merchandise from these 
countries so although the cost of advertising and of 
sales promotion, et cetera et cetera is certainly in 
the cost of the goods before they are shipped out of the 
exporting country, the Canadian importer gets no 
benefit from them in most instances and he has to add 
on to the cost of the imported article his own costs of 
advertising and sales promotion. 

COMMISSIONER WALLS: But then he adds it on 
after he has paid the sales tax as against the domestic 
manufacturer who has to include his advertising costs 
before he adds mles tax? 

MR. VICKERY: It is already paid, sales 
tax on advertising costs. The impa@ter has. 

MR. BEANEY: Then too, sir, the advertising 
here is taxable in most cases so you are paying for 
domestic advertising. At least I am, I don't know about 
anybody else. 

THE CHAIRMAN: Do you follow that? 

COMMISSIONER WALLS: Yes. What you are 
stating is that the advertising is paid for as the sales 
tax is added on by the agency that gets out the advertising. 
Is that what you say? 


MR. BEANEY: Correct. 
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MR, MANLEY: May I say, Mr. Commissioner, that 

as far as I can see the key problem is that the importer 
is paying sales tax on goods that already include consider} 
able advertising and some expenses in the home market 
of the exporter. We are paying sales tax on higher 
value because of these costs which again have to be 
duplicated in Canada anyway, but we are paying on a 
higher cost. 

COMMISSIONER WALLS: Thank you. 

THE CHAIRMN: I would presume that sales 
tax should seek out neutrality between imported and 
domestic-manufactured goods. I would think that the 
point of neutrality is after duty is applied because 
the duty is a condition which is added to imported goods 
so as to put them on the Same level as manufactured 
goods, at least I would think that was so. 

MR. MANLEY: May I speak to that, sir? 

THE CHAIRMAN: Please do. 

MR. MANLEY: Unfortunately that is not 
wholely the case. On the contrary many, many items in 
the tariff that are simply revenue producing, for example 
machinery of a class or kind not made in Canada, duty 
seven and a half per cent -- obviously we are paying 
sales tax on the duty-paid value and there is no 
equivalent manufacture admitted. I think it is admitted 
there is a good deal, I don't know how much, but some 
revenue in all the tariffs «in addition to the protection 
it might be providing. For example a class and kind 
made in Canada, the difference is in this particular 


item, seven and a half per cent not made in Canada and 
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22 per cent made in Canada and even on not made in Canada 
there is a built-in seven and a half per cent revenue 
factor, so again the sales tax is being applied to that 
revenue factor: 

THE CHAIRMAN: Thank you. Should it be 
desirable to use the selling price of goods imported 
rather than the fair market value, would administrative 
difficulties arise in getting at the selling price or 
not? 

MR. BRODEUR: It would be the invoiced price. 

THE CHAIRMAN: I would think so, but the 
duty is collected at the border and the sales tax is 
applied on the import forms, I believe. 

MR. BRODEUR: Yes, on the basis of the 
invoice, of the transportation invoice. 

THE CHAIRMAN: Could that be developed 
perfectly satisfactorily in using selling price? 

MR, VICKERY: There wouldn't be any actual 
difficulty if it is so allowed because the customs 
invoice has two columns, one is the fair market value 
and the other is the selling price to the purchaserin 
Canada. 

THE CHAIRMAN: Thank you. Have you any 
further questions? 

COMMISSIONER WALLS: Not on sales tax. With 
respect to the dumping duty, first of all, Mr. Corlett, 
you intimate that if Canada signed GATT, anc ofcourse, 

there would also have to have a proviso that our main 
customer would have to sign GATT, which would be the 


United States -- well I haven't got the provision in 
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front of me surely GATT provides for dumping? 
MR, CORLETT: Yes, it does, Mr. Commissioner. 
There is another proviso. You have as wevhave' now -- 
we have an automatic dumping duty provision, if the 
selling price is less thanrthe fair market value in the 
country of origin then automatically dumping duty must 
be imposed but the provision of GATT and the provision 
followed by, well, certainly the United Kingdom, and 
I will refer you to a document by a much more learned 
person on this subject than myself in Canada, but the 
dumping duty provision in Article 6, sub-Item 1: 
"The contracting parties recognize 
"that the dumping by which products of 
"one country are introduced into the 
"commerce of another country at less than 
"the normal value of the products is to 
"be Gondemned if it causes or threatens 
"material injury to an established industry 
"in the territy of a contracting party or 
"materially retards the establishment of 
"a domestic industry." 
You have a second test you have to meet, 
COMMISSIONER WALLS: Is it not a fact -- 
you are talking about automatic dumping duty. Is it not 
factothathdh many of our provisions a8 is not automatic 
at all, in obvher words an fee eeiavaenes has to be 
carried out by the Government as to whether the price 
is indeed lower iiekne prevailing price in the country 
of origin? 


MR, CORLETT: Well, yes, the Canadian Customs 
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would have to carry out that investigation which in many 
case Ss wouldn't be that difficult, They don't have to 
worry aboutithe fact of whether an article that is being 
dumped is hurting anybody in Canada. I would refer you 
to a rather interesting publication that came out during 
the last:month of so by Mr. Dana Wilgress, who I suppose 
would: be deemed to be one of the leading authorities 
on the working: for the Canadian tariff and former 
civil servant of distinction. This was a publication 
that he wrote for the Canadian Trade Committee under the 
auspices of the:Private Planning Association of Candda 
and its American counterpart and it is entitled 
Canada's Approach to Trade Negotiations. At page 59 
under the heading of Automatic Dumping Duty he states: 
"Consideration should also be given 
"to abolishing the automatic feature of the 
"Canadian anti-dumping duty". 
He indicates how it was introduced back in 
1904 by the then Minister of Finance, but on the next 
page, page 60 he states: 
"Mamy countries have followed the 
"Canadian example and imposed anti-dumping 
"duties, but only in the case of New 
"Zealand has the automatic feature of the 
"Canadian law been copied. Other countries 
"nequire proof of injury to the domestic 
"industry to be established before anti- 
"dumping duty can be applied." 
COMMISSIONER WALLS: Is it not a fact ‘in 
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dumping duty is because of its affect on sales tax -- this 
Commission isn't interested in dumping duty as such. 
If you didn't have the automatic function then you create 
a delay, in other -words a product can come in and be 
sold against your domestic product and then it can 
be protested against, an investigation started which may 
only be reported on six months later, and in the meantime 
the product continued to be sold in this country to the 
harm of our domestic producers: Is“ therecnot a great 
deal to be said that, if you are going to have an 
effective dumping duty at all it ought to be automatic? 
MR. CORLET#& No, in pages where a competitive 
Canadian industry is materially injured, to use the 
words of Mr. Wilgre®S, I would agree. JI don't think this 
Assocation has ever gone on record as opposing the 
priyetple of dumping duty but it has bean developed 
inf our submission that in many cases come to our 
Setention from time to time there is no evidence of 


anybody having been hurt, and bearing in mind to be 


‘considered to be an article or a class or kind made 


in Canada the requirement is only ten per cent of the 
normal Canadian demand emanating from Canadian production 
have a situation where dumping duty is applied although 
ree has been hurt except the importer and the 
exporter, and the fact is and this is mentionéd in Mr. 
Wilgress' authoritative statement that the British 

are getting very exorcised about the automatic dumping 


provisions that still continue in our law because this 
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is hurting their legitimate interests. 

COMMISSIONER WALLS: Thank you. 

MR, MANLEY: A few moments ago you made 
reference to the necessity of investigation to show whethe 
fair market value is higher than the price Canada. 

I think that only exists if a false statement is made 
on the inspection invoice. I believe there are some 
instances where the exporters have claimed that the 
fair market value _is the invoiced price in which case 
the Government would conduct an investigation. I think 
if an exporter::states a different price, a fair market 
value is $1 and exported for 90¢, I am sure that the 
Gumping duty would be automatic without any investigation. 
It is only when there is a mis-statement or false 
Statement made on the customs invoice that there has 

to be an investigation. 

COMMISSIONER WALLS: That is the point I 
am getting at. I don't want to pursue the subject 
unnecessarily. If there is protest by the producer 
or manufacturer in this country -- there may be no 
misinformation -- if it enters the country harmfully 
to a local manufacturer or producer and is at a price 
less than the) price eee ida in the country of origin 
then they: can start an investigation and maybe that 
takes six months. 

MR. BRODEUR: They could start an investigatio 
irrespective as to whether it is hurting the domestic 
industry. It is a mathematical problem at the moment. 
Our philosophy is that the application of dumping when 


it is not hurting the domestic industry is wrong in 
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principle and this is what we suggest should be changed. 

COMMISSIONER WALLS: Thank :you. 

THE CHAIRMAN: Moving an to your proposal 
for a Sales Tax Board, which I find interestitng, I recalldnat 
certain: sales, tax: matters may be appealed as things now 
stand to the Tariff Board. Presumably you would substitut 
this Board for the Tariff Board and, also, I suppose 
refer sales tax matters to this Sales Tax Board which 
would be quasi-jxdiciaLlwhich would be cheap and from which 
I suppose, there would be no appeal. Would you care to 
speak to that? 

MR. CORLETT: I don't think we would go quite 
that far, Mr. Chairman. I think the members of the 
Commissionknow quite well by now that the right of appeal 
that exists in Sectiionr57 of othe Excise -TaxnActiis an 
extremely limitéd one and there aré all kinds of 
instances where there is no right of appeal at all. 

In making this suggestion, of course, we want it clearly 
understood that our sympathies lie with the sales 

tax administration. I think they should be commended 
for doing so much very *: fairly”. with such poor 
tools. As a matter of principle it is our suggestion 
that the right of appeal should exist, and of course 
we have this problem in connection with custom tariff 
matters and this Association was making representation 
to the Government before you had a limited right of 
appeal to the Tariff Board prior to 1948. Although we 
talk of a Sales Tax Board it is our feeling in that 
that this Commission would be in a better position to 


know whether from an administrative point of view if it was 
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1 agreed the right of appeal should exceed the wide base 

2 under Section 57. Thts Commission would know whether 

3 such power could be carried out, responsibilities carried 
4 


out by the customs tariffs or the tax appeal board -- 


5 this is something that is beyond our jurisdiction but 


6 we believe that there should be a right of appeal and we 
7 go back to what I would consider to be the most fundamentall 
8 


contemporary statements on the issue; namely the report 
9 of the British Committee on Ministers! powers where at 
page 6 this matter of appeal from what is called 


11 Delegated Legislation -- Parliament delegates to 


12 Department or to administer by statute the right to make 

13 decisions and the Commission has in this closing statement, 
14 closing report described it.a:aich and state; and I quote: 

15 "Experience has also shown that in the 

16 "course of delegating these very wide powers 

17 "to Ministers Parliament often entrusts 

18 "them or persons appointed by them with the 

19 "right and duty to take decisions, which 

20 "determine the rights of private persons 

21 


"and deprive them of their access to the 

MCoarts Of Law, 

They go on to say in the same order and this 
Association would agree with this: 

"We do not doubt that in the exercise of 

"the judicial and quasi-judicial powers 

"of Ministers justice is as a general rule 

"substantially done; but it should always be 

"remembered that justice is not enough. What 


"nbeople want is security for justice, and the 
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"only security for justice is Law, 
"publicicly administered," 

Then finally in their conclusion on page 62 
of the report the Committee finds as follows: 

"Apart from emergency legislation, we hardly 

"think there can be any case so exceptional 

"in its nature, as to make it both politic 

"and just to prohibit the possibility of 

"challenge altogebher." 

Flowing from this report of course we have 
the more recent eeyahe Ontario Government where similar 
reference could be found, and coming closer bo home in 
Ottawa then you have the report of the Special Committee 
to the Senate on the Income War Tax Act which I am 
sure the Chairman and Mr. Perry will remember where. in 
the final report they took the same view. This is 
the view this Association has taken and we have taken 
it in connection with tariff matters. Importers are 
quite happy with it when they lewd the right to appeal. 

COMMISSIONER WALLS: Under conditions 
that have to do with points of law you have still access 
to the senior courts and you would wish that to be 
continued? 

MR, CORLETT: Yes, appeals to the Sales Tax 
Board would be on matters of fact on limited right and 
appeal thereafter on points of law to the Exchequer 
Court or Supreme Court. 

THE CHAIRMAN: That was my concern. If you 
recall when the Income Tax Board was introduced it was 


hoped to be a readily accessible and very cheap court. Som 
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people have complained that that has been frustrated to 
some extent by the need for there to be a court record 
and to conduct its proceedings so as to make an appeal 
possible. Would that type of court satisfy your 
recommendations here? 

MR. CORLETT: A court such as the present 
Tax Appeal Board? 

THE CHAIRMAN: Yes. 

MR. CORLETT: Yes, because the jurisdiction 
of the Tax Board is even wider than is this. 

THE CHAIRMAN: Yes. I was concerned about 
your request that it be a cheap, quasi-legal body readily 
accessible to the businessman. 

MR. CORLETT: Yes. The individual businessman 
can take his own case to the Tax Appeal Board just as 
the importer can take his case to the Tariff Board. I 
am not saying he would be well-advised to do so, but 
the fact he has the right to do this seems to have a 
certain psychological benefit. 

THE CHAIRMAN: I am asking whether that type 
of Board is really what you are recommending here? 

MR. CORLETT: Yes. 

COMMISSIONER PERRY: Mr. Corlett, can 
you visualize a Board of this kind functioning with the 
Excise Tax Act in its present condition? 

MR. CORLETT: Well, Mr. Commissioner, as 
the Excise Tax Act is presently worded, of course not. 

It just couldn't be done because the element of ministeria 
discretion is still there. We merely state that in 


whatever form the Excise Tax Act ewentually appears as a 
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result of recommendations of this Commission will mean 
there will be a larger right of appeal. 

COMMISSIONER PERRY: In other words we need 
some law on which this Board can <dajudicate. 

MR. CORLETT: Yes, but with the wealth of 
talents available to the Government of Canada I don't 
think we taxpayers are so much concerned with that. If 
as a matter of principle they want to do that I ampetty 
sure that means can be found. 

COMMISSIONER PERRY: My question was serious 
as to whether you thought there was any Board that could 


function with the present type of legislation? 
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COMMISSIONER PERRY: I was almost sure 
you were going to say this was not the case, but: it 
is conceivable that one could have a Board reviewing 
the kind of discretionary rulings that are now given 
within the Department but that isn't what you have in 
mind I don't suppose? 

MR. CORLETT: Well no, as a matter of 
vrinciple certainly on matters which would affect the 
quantum of tax we would be opposed in principle to 
ministerial discretion. Now I think, admittedly, there 
must be a number of administrative situations where the 
Minister or the Department would have to exercise 
discretion, We are not quarreling with that. We are 
not saying ministerial discretion must be eliminated 
100 per cent, because I think that would be an 
impossiblity. When you come to taxes under the present 
Excise Tax Act, the determination of the sales price 
with this notional price that of necessity must be 
established, we know there is no right of appeal at 
alls 

COMMISSIONER PERRY: I was interested in 
your quotations from these reports. I aianue think they 
were too relevant because they all spoke of delegated 
powers. These are not délegatéd powers. They are 
powers which have been assumed by the administration 
in the interest of the taxpayer, for the most part. 

MR. CORLETT: The type of section that I 
was thinking of especially, and I am not aware of it 
having been used very much, but it is there, Section Cy 


of the Excise Tax Act. 
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COMMISSIONER PERRY: I am just saying in 
the matter of such discounts, no one has delegated this 
power to the administration. 

MR. CORLETT: No. 

COMMISSIONER PERRY: They have just assumed 
it. 

MR. CORLETT: But that makes it worse from 
our point of view. I think the Commission can see what 
this Association has as a matter of principle. WNownwe 
coe not attempted to spell that out. I don't think that 
is within our rights, but I think these represent the 
views of this Association. 

THE CHAIRMAN: I think that probably is 
all the questions on your submission. We are indeed 
most grateful to you, Mr. Brodeur, Mr. Corlett and 
gentlemen. It has been very helpful and we will consider 
further your BUubmission. Is there anything else you 
would like to say to us? 

MR. MANLEY: May I just say one word? This 
may not be within wee scope of the Commission, but it 
is of concern I think to importers that in the future 
the amount of revenue tosbe obtained from customs 
duties is apt, to be lower as a percent of the whole 
because of the trend towards lower duties around the 
world and undoubtedly this Commission must give 
consideration to this fact that as a perccant sf total 
revenue, customs duties will be undoubtedly lower. 

I know customs duties are not part of the 
question. 


THE CHAIRMAN: Thank you very much. You are 
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quite right, we must be concerned, obviously, with the 
total amount of revenue of all sorts available to the 
Government. 

MR. BRODEUR: Mr. Chairman, and Commissioners, 
I want to thank you for the opportunity of presenting 
our brief and for your patience in dealing with all 
the questions therein. Thankeyou very much, 

THE CHAIRMAN: Well we thank you too. We 


are very grateful. Good day. 


We will stand over for 10 minutes. 


---A SHORT RECESS, 


---FOLLOWING THE SHORT RECESS: 


THE CHAIRMAN: All right Mr. Secretary. 

THE SECRETARY: Mr. Chairman, Commissioners, 
the second submission this morning is being entered by 
the Canadian Export Association. Mr. T.A,. Lindsay, 
Chairman of the Association and President of Phillips 
Electric will &peak first to this brief and introduce 
his colleagues followed then by Mr. J.M. McAvity, 
President of the Association. 

I would like to enter this brief into the 


record as Exhibit 235. 


---EXHIBIT NO, 235: Brief of the Canadian 
Export Association. 
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SUBMISSION OF 


THE CANADIAN EXPORT ASSOCIATION 


Appearances? Mr. T.A. Lindsay Mr. H. Hughes 
Mr. J.M. McAvity Mr. E.L. Hamilton 
Mr. W.S. Rothwell Mr. Psd. Wilson 


THE CHALRMAN: Thank you Mr. Secretary. 

Good morning gentlemen. I am delighted to see you 
organized to the point where we have your names in 
front of you. This is the first time this has occurred 
and I commend you for it. It‘is helpful all around. 
Very good idea if everybody else were to do the same 
thing. 

We have read your submission with considerable 
interest. ..[ might say I read it in this form last night, 
and I read it again with my breakfast this morning. 

It is a good submission and of interest, a great deal 
of interest to us. We will have questions. Before 
doing so, Mr. Lindsay, I think you were to state a few 
words to us. 

MR. LINDSAY: Thank you Mr. Chairman. Mr. 
Chairman, members of the Commission, may I first of all 
express the thanks and appreciation of our Association 
for this opportunity to appear before you and to supplement, 
with verbal comments, the views which are already 
expressed in our brief. I really don't need to introduce 
the delegates other than perhaps to indicate the 
offices which they hold in their respective companies. 

Mr, McAvity is the leader of our delegation 


and is President of the Canadian Export Association. 
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Mr. W.S,. Rothwell is vice-president of Abitibi Power 
and Paper Company. Mr. W. Hughes is manager of General 
and Tax Accounting, Canadian General Electric Company 
and Mr. Eric L. Hamilton, vicé-president-6f Canadian 
Industries Limited and Mr. P.D, Wilson, vice-president, 
Aluminium Securities Limited. 

Mr. McAvity generally has been responsible 
for the preparation of our brief and I would now like 
to ask him to say a few words and give you a summary. 
Thank you. 

THE CHAIRMAN: Thank you. 

MR. McAVITY: Mr, Chairman, members of the 
Commission, may I first say that I wish to plead guilty 
of contempt and to offer my sincere apologies for 
an eesti happened déspite the best-laid plans. 
£ ean explain it very briefly. The long 17-page item 
was not sent out inithe mail because we are hard up, 
our brand new re-organization -- these were sent out 
on September 9th, over that period when we submitted 
our brief to you. It was stated for publication only 
October 29th and as soon as we received the time, we 
had the word "noon" in brackets after that. Copies 
of it went to the press. However, I take full responsib- 
ility for the error and I wish to register my sincere 
apologies for the breach of conduct and of your 
instructions to participants. 

THE CHAIRMAN: Your apologies are certainly 
accepted. We ae not think there havebeen any grave 
consequences and I think we can say that we are not 


unduly upset about it. 
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MR, McAVITY: Thank you. I would like to 
say a few other words of introduction, if I may. The 
Association began its re-organization last spring. We 
have not been retainirg counsel, either legal or economic 
on a continuing basis. The Policy Committee, with which 
a number of executive firms are involved, agreed we should 
be represented by people with greater-than-ave rage 
experience in tax matters from member companies. 

I would like to express my gratitudé to these 
four gentlemen for appearing with us today and also, 
at the same time, to acquit them of responsibility. None 
who has actively participated on the Committee has been 
responsible for the preparation. We have had discussions 
on it but there are, as you Know sir, a good many 
categories of export people in the community, some 
from large primary extractive industries who came here 
for no other purpose than to export. At the other end 
of the scale welave the relatively small, fairly 
recently established subsidiary companies in many cases 
who came here to provide goods solely for the Canadian 
market. Changes in conditions recently, in which I 
can include the: very: successftinrpromotion work done 
by Government, industrial and trade development people, 
conditions having to do with the currency exchange - 
rate have allowed a great number of people to export a 
little. 

We have between those broad extremes of 
membership a very wide range of heavily diversified 
types of industries. For this reason sir it is obvious, 


as I said in my Submission, that we cannot submit a 


: hens _ 

sai seg wie panel co eee in 
sincovs-nnbsinnstnons date etanee wt Retaveanqen ot | ** 
“satnaanoe elton mex wreddiaer 223 np acne tseeew: 


, 
Loony anos seng om Samsgen 2 bigew I ; dvere | 
outa ben usbo? ey dete gaksaoqas rot nomsltase mg? ¥ 
sol epakcainncqueals niet ¥lupsa oF suit: eer eid a 
adad wart po rRtanen aise dsiaqinities vievidos, een ow | 


anoieassatd bod ered 3H saobeeieasen att tot aidtanoqess 


—— ss 


| ian bong a cnte won aay ma ors sion? dod 22 ae 

| sete ict hammmas oct at eiqosa trogts to nelrogedas 

| wad. amen on aeinvevbut syitostsxe wrsaleg ogtel ost 
| bie sedan nets Th .ducexe oF madd s80 qq Tsdvo on 703 

eistai Since Lovivstes orig ovat ow efeo0 odd Yo 

Apeae ‘grey al nelLiaqgnanr matbtodue bedelidasas Uidgneqet 


asthara® ad? to% ¢hefos shaog, shbivorg ot orror emso ondv 


s 2 22 2 &-€ 
ee 


ft dotdw ol ee tceset eadté lines of esansi) sedis? 


= 


| wiih J2cn aolsomitgr Lo tesegous: viovistt sbuleds aso. 


si qeaq thengolarss. bats baw fatrteubnd: .taometevod vd 


saniutess yonetis edz délw ob, of golived anol?ihaos 


| n fxoexne of? efqoeq Yo codmun fgney. & bowolls ved oon 


begtteret® uftveed Yo eguet ebtw ver 8 cidexodmod 
wuidde gh ot the nopeet ett? 0% .osiudsnbal Jo oaqt 


- elgo7it 
G pacwntie baogd shod? msewted serait ov 
; . 
. » ciadea deenas oe add .wotpadedea ‘wa mb Bhat Be 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 4438 


unanimous view on so many subjects. 

However, there is one factor, or one 
common denominator:i:perhaps that runs through the whole 
thread of our membership, the fabric of it, throughout 
all segments sedit the primary down to the consumer, 
manufacturer, secondary manufacturer type. There are a 
number I would say, a majority in almost every particular 
segment of iridustry who are foreign-controlled. 

I would say that -- we have not got actual 
figures, nor does any Association normally have sales 
figures frommember firms, but a good percentage of 
Canada's non-agricultural exports would be made by 
Canadian basis of International Corporations. These 
are mostly American, a growing number of European but 
I would like also to call attention to the fact that 
in this field, rapidly developing International 
Corporations, there are a great many that are based in 
Canada largely owned by Canadians and these are having 
a more significant effect ail the time on our economy. 

In this particular area we have complete 
unanimity of opinion. That unanimity is the conclusion 
which we have reached here expressed in our summary, 
and I would quote from that: 

"That the Canadian tax structure should 

"be one that will be more encouragting to 

"decision makers', be they Canadian or 

|"foréten, to produce more goods in Canada 
tedr export." 

Thank you sir. 


THE CHAIRMAN: Thank you indeed Mr. McAvity. 
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One thing that you have said to us right now, of course, 
is of extreme importance and that is that a fair 
percentage of Canadian export comes fron ‘the Canadian 
part of International Corporations. 

We have, in Canada, been very much concerned 
with foreign ownership and as far as I have been able 
to see from the papers and general comment, the main 
concern has been that it affects our export policies, 

I suppose one must concede that this does 
have an effect on the export policies of those foreign 
companies. Am I not correct? 

MR. McAVITY: To be quite truthful sir, 

I am not yet in a position to speak authoritatively on 
that. I was cdthie fo Btatesabesome. later ctime.dnithis 
area and I think perhaps now is the time to do it, that 
I have since June 13 visited 68 presidents of subsidiary 
companies -- in some cases the company had head-office 
officials from other countries, not all American. That 
has been an unofficial public opinion survey, if you 
like, a private opinion survey because they have been 
very private about this. This has had to do with recent 
budget measures. Obviously, in my questions I have 
talked about export policy. 

There are a great many primary extractive 
industry people who could not possibly alter their 
export policies for the better. Some are now exporting 
100 per cent and yet the contents of the budget pertain 
to them as well as the small secondary manufacturer 
and some in between who have been here since the dawn 


of the century and some before that, 1893 in the case of 
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one large one in the hard goods field, consumer goods. 
They came with relatively little imported capital and 
out of funds generated in this country from the earnings, 
that subsidiary has now reached a multi-plant operation. 
They have their export business I wouldn't say solely, 
I might use perhaps only primary, but certainly very 
largely on account of the fact that they are internationall. 
They would not have the connections overseas or in the 
United States, they would not do this business otherwise. 
This applies in a great. many of the large secondary 
manufacturing firms. it is because of this we are really 
trying to get to the bottom.: Ina lettercowec*tiicox 
wrote to the Minister of Finance, following his first 
pudget, We said that we had access to — we would 
try and uncover, if we could, ways and means of improving 
export policy without running the risk of offending 
foreign investors. This we have sincerely tried to do 
and are still in the process of doing. 

THE CHAIRMAN: You are continuing? 

MR. McAVITY: Yes, we are sir. 

THE CHAIRMAN: Would you have any further 
information on this sub ject which might be available 
to us? If we are going to recommend tax policies‘ we, 
of course, are concerned that they should be such as 
will encourage export -- we are required to do so. 
I cannot think of anybody better to advise us than 
yourself. 

MR. McAVITY: I would say this sir, that there 
will be a meeting of our Policy Recommendation Committee 


inthe next two weeks, two weeks from now. This will be 
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brought up. Whether we do it in the form of a questionnailre, 
something which would be a little more factual or 
authoritative, it would be decided then. I will recommend 
that we do it. 

Secondly, I would state sir there will be 
available at or about the end of this year from a 
gentleman in -Toronto, an economist who is preparing 
a report for another organization and therefore I think 
we should not make it public here, involving a very 
large questionnaire including the social, cultural 
aspects, as well as business. He has been in the course 
of interviews over a period of three years and has talked 
to some 350 subsidiary operators in Canada. 

We, shall we say, areregotiating fori ‘the rights 
to that part of the report pertaining to export policy. 
This may be available from him in the New Year from the last 
report from this particular economist. 

THE CHAIRMAN: Thank you. This sounds 
extremely interesting. It would be useful to us, I 
believe. My first question will relate to sub-paragraph 
B on page 4, 1{b) where you recommend a reduction of 
at least 10 per cent andpreferably by 10 points in the 
corporation tax rate. 

You point out there is a difference of opinio 
as to how far the tax is passed on in the selling price 
and also as to the possible effect on prices of any given 
cut in the tax rate. 

I am, of course, curious as to whether if 
one took the. maximum, bringing down corporation tax rate 


to about 40 per cent, to what extent that it would help 
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you in competitive bidding in an International market? 

I suppose it would be of some help, but I do not imagine 
that the whole 10 per cent points would be set aside 
forthis purpose. I would rather expect that of the 

10 per cent points, five might go out in increased 
dividends to make investment:{, in the companies more 
attractive, so that one's equipment would be renewed and 
one would be in a better competitive position. Speaking 
very broadly, of course, this is what one has built up 
and if that was the case, the net profit or the net”: 
available profits for purposes of negotiating would be 
considerably less than that, but would one, in bidding 
on world markets if the tax rate were lower, be more 
flexible in bidding? Would they be able to reduce 
prices? I don't suppose in the case of Mr. Rothwell's 
company it would make an awful lot of difference because 
they are committed for quite a period ahead, I think. 

However, some new contracts I suppose they 
bid when there are new contracts. I don't know how 
one: goes about it. Would a better profit be of assist - 
ance to the paper business or would that not apply or 
would it be of:‘assistance to other businesses? 

MR. McAVITY: I would like to take a quick 
shot at it and leave it to the tax officials of member: 
companies, but in my own experience I have found two 
different -- starting with one extreme: there are a lot 
of primary industry people who are meeting world 
competitive prices. The world fixes prices, not Canada, 
even though they may be large, major suppliers of world 


demand, in these cases it is very doubtful, I haven't fou | 
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one even speaking to the subject of the price -- the effec 
taxes might have on prices. 

It was clearly the shareholders who would 
be the one element who would benefit of the three classes 
of people that might be involved in the corporate tax 
rate, customers, shareholder, employee and I think here 
the shareholder would be the one, 

At the other end of the ladder, I can tell 
you of some examples particularly in tk electrical 
and other appliances fields where we have relatively 
small volume but as indicated by Mr. Roberts in this 
pamphlet to which I have referred, 10 points could be . 
possible to have a saving of 20 per cent, roughly five 
per cent retention after taxes; might put one per cent 
to the pot. On the sales dollar one per cent is by 
no means going to be adequate to make them consider. 

The remarkable thing to me is how many 
manufacturers are exporting today for the love of it, 
or shall we say to cover overhead and try to produce 
volume by cdllecting what additional markets they have 
in between. However, I would like to state this, that 
I can mention’:a number of different types of industries, 
one is in metals, the other is in chemicals, where the 


profit margin is at one to two per cent. 
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I have two specific examples. One, the 
vice-president of one large chemical company told me 
for a number of years after the war his company was 
selling chemicalsto India and the price was so competitive 
that an increase by the Shipping Conference that handled 
that trade would have made it impossible for them to 
do that business and even make a nickel on the deal. 
They stopped that business and it hasn't come up since. 


In my case on June 15th of this year having to do with the 


Satesatazx applipationténntheetnsumaptecexpendap let products 


whichcwase later withdrawn wWHETTOsdked ito “oth@rs nd one 
industry lawyer actually produced -fipiires ta the 
Minister of Trade and Commerce and figured tmt their 
average profit in recent. years Fanged from one to three 
per cent.on them. 

THE CHAIRMAN: Could we ask you one question 
on this pointi because we are dealing with a term I 
don't fully understand, What is the meaning of the 
word "profit" as used in this context? I would assume 
that it means that export business improves a company's 
profit on the whole. That may mean, of course, that there 
is little more return then. It doesn't necessarily mean 
that one apportions all his costs and gets more return 
on export business, does it? 

MR. McAVITY: Not being a chartered account 
I wouldn't challenge it. I would be glad to,-and I have 
permission, to, not publicly, but to table this with your 
secretary. I know this company will be very happy to 
answer any questions you have. 


COMMISSIONER WALLS: I would like to interject 
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a question right now with regard to your recent statement 
of the many manufacturers engaged in export business in 
order to) improve’. volume and the fact that the prices arebase 
on world uprices;riand the margin is very small. By that 
do youi mean that these exporters are selling on the 
foreign market at prices lower than they are obtaining 
on our domestic market in the same product? 

MR. McAVITY: I would prefer some of our 
company officials answer that. They could give you 
representations better than I could. I could answer but 
I would like to give these gentlemen a chance. Would 
you take a crack at that? 

MR. ROTHWELL: Might I make two points: firstily 
the Canadian Pulp and Paper Association is to make 
an appearance before this Commission. I would like to 
make the point that I am not speaking for the Canadian 
Pulp and Paper Association. If I may backtrack to one 
of the eveamateee questions and then come to yours. 

The Chairman's question was in the event of 
a tax cut would it result in more export business and 
Sharpening of export prices. My inclination would be 
that I think that the benefits to Canada would be 
indirect rather than direct. I would belkve © Sune 
that the Canadian exporter rather than sharpening price 
directly as such would tend to increase his margin of 
profitability on those sales which would react back to 
the general health of the manufacturing company and might 
conceivably reactc in part in dividends to shareholders. 
It would certainlyrreact in the activity of the 


i 
company, to improve its manufacturing facilities through 
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retained earnings and to expand or to become more 
competitive. I believe thatvthe reaction to lower or 
somewhat lowered income tax to the exporter would be 

an indirect benefit on Canada and the Canadian economy 
rather than a direct effect in prices. This is the way 
I would think it would shape up. 

Now, the second question had to do with the 
pricing of export sales. Most Canadian exporters who 
sell in foreign lands, more sell at the prevailing price 
in that foreign country, and they must sell with a product 
that is equal in quality et cetera with the competitor. 
This tends..to mean that the transportation bill from 
Canada to the foreign country is paid for by the 
exporter so that the price at which a quotation is made 
is very frequently above the price for which the commodit 
sells in Canada. The cost of transporting to the market 
is such that the net return to the manufacturer could 
be quite substantially lower, but this depends in part 
on the location of the manufacturer in Canada. If the 
manufacturer has an inland location and if the commodity 
being sold is bulky and costly to transport the 
manufacturer has to absorb the rail freightito the 
sea port, at the sea port and on to the ocean-going 
vessel and so on and generally, the point of sale is 
point of delivery by the ocean-going vessél, so I believe 
that the most important factor of this is transportation 
costs which, of course, is a pretty important thing to 
Canadian manufacturers. 

MR. HAMILTON: If I may add, Mr. Chairman, 


I agree with Mr. Rothwell. There is one additonal cost 
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we in our business run into. That is commission to the 
selling agent in a foreign country where you use an 
agent, local resident to handle your goods. He must be 
reimbursed, recompensed for his efforts. That is in 
our case an added cost. That is a thing in our company 
we do ourselves in Canada. I would agree with Mr. 
Rothwell in general our realization of export sales of 
basic chemicals is less than they are in Canada due to 
these additimal:cost Patton: Another one applying to 
us is special packaging for ocean shipments of chemicals. 
These are additionai costs which are incurred to reduce 
the realization at our plant in Canada. 

THE CHAIRMAN: That is, of course, helpful. 
What I was really seeking is any evidence, any statement 
in support of the fact that iwith lower taxes one would 
be in a position in the world markets to compete more 
effectively with regard to price. No matter what your 
product is I suppose there comes a time where you are 
quoting and bidding against other people and the fact 
there happens to be a world price doesn't usually mean 
that there is no ftnésse,in bargaining whatsoever. 
Generally that is not the case. Would lower income tax 
enable the exporters to be a little more competitive, 
to make a better bid or would he not, in fact, take 
income tax into consideration whatsoever. Would he take 
a view that incometaxesare simply part of profit and 
they have nothing to do with it and put in the same bid 
whether he was paying income tax or not paying income 
tax? 


MR. HAMILTON: If I might answer very 
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briefly, we look on our: export business on a net profit 
basis in relation to the investment for sales. Any amount 
which would increase that net profit, net income after 
taxes would encourage us to seek further exports if the 
profit was better than it has been. I don't think that 
the reduction of taxes suggested here would change our 
selling price largely. It would help. We could: have 
some freedom to manoeuvre in bargaining, but I think 
I would agree again with Mr. Rothwell that the general 
effect of better returns on your export business might 
encourage us to see if we can't do a little better than 
we have done before. 

THE CHAIRMAN: When you say "we", you mean 
Ox Leki? 

MR. HAMITTON: I am speaking for the company 
there, sir. 

THE CHAIRMAN: I wonder if your views are 
pretty general with regard to exporters? 

MR. McAVITY: I can speak of two other 
companies, at least in similar fields, sir. 

: THE CHAIRMAN: And they would support this? 

COMMISSIONER PERRY: To my mind the 
interesting point in the last two comments is that they 
don't seem to be in the the brief. You are now making 
a statement which is a quite valid one, you would be 
interested in export trade because it would bring you 
greater profit. As I read the paragraph on page five 
you have two other things in mind: ones reduced taxes 
ehable you to shave prices and, two, that you would be 


able to retain more earnings. It seems to me you have a 
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third reason, 

MR. McAVITY: If I may speak to that? 

COMMISSIONER PERRY: Please do. 

MR. McAVITY: I think we are guilty of, 
perhaps, not having time and staff to produce this in 
full detail. Basically I think the intent of it in 
drafting the final version of that paragraph 1C is this: 
there are a number of companies who would be in a positio 
to shave prices. This applies particuarly in the 
manufacturing of fabricated goods rather than the 
bulk commodities, extractive industries et cetera where 
they had to meet world competitors regardless and 
normally wouldn't cut below that' to get the business. 
There are a number of those. Basically through, the 
investment incentive provided them mearis having slightly 

greater return for tax retention on profits, We have 
indicated here it would be available for expansion and 
new ventures. There are a number of companies today 
who have . plans for expanding interests through Canada. 
With the retention of one or two per cent after tax 
es ae sicaa th seamanhathen they plow them back in or 
give them to shareholders is another matter, but we 
think here that it would enable them to expand in Canada 
to a greater extend than they might be now. 

In any case it would affect the investment 
position. 

COMMISSIONER PERRY: It is beginning to add 
up because this is one of the chestnuts of any study of 
corporation tax. There are two things you look for: one 


is the affect of corporations! ability to invest, that 
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is the amount of cash left with it and the other one the 
incentive to invest. Some people eeone as to which one 
or the other is more important. It would seem both are 
quite important. You are saying that you give us profits 
we will use them and be more useful for the country as 

a whole. 

MR. McAVITY: A great many of the large 
consumptional manufacturing industries have been using 
funds poneRapea sort of subsidiary earnings. They have 
brought: in relatively little capital in the larger ones. 
The availability is there, money is available. There 
is greater likelihood of expansion, 

I would like to mention one specific case. 

I am referring to the growing swing to international 
corporations. I would like to mention two things. 

I have been quite disturbed to learn of many of the 
manufacturing companies who are trying to increase 
export or to provide job opportunities who are building 
non-resident subsidiaries. One I refer to said because 
it happened to be the centre of the market they could 
do it better in terms of profit retained after taxes. 
Another one I saw had a company limit. They are 

Petey tas the practice established by nur neighbours 

to the south. This company is now providing goods 

in the consumer field. No matter where you are you 

can ask for the product and get the same thing as you 
can at home. 

The second is an example, a company that 
started in this country in 1960, a rather significant 


date again because it happened to be at the end of a 
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certain phase -peri@d, or near the end of it, December 
of that year, production lmecembives wére granted. Most 
people didn't look upon them as any great encouragement 
to spend. This company, however, was a fully-owned 
subsidiary of a California operation and because of the 
high margin goteued te them on plant, they have built 

up now and done some $40,000,000 business in Canada with 
roughly half of it being export to a fully-owned subsid- 
iary in Europe. Things are being made here instead of 
south of the border on account of the very large marginal 
advantages within this country. 

COMMISSIONER PERRY; Let us take these 
examples one by one. The first is Canadian concerns 
are buying plants, subsidiaries outside of Canada, moving 
Shops across the border. Bo you suggest that this is 
because of taxation? 

MR. McAVITY: It would be wrong to say 
exclusively because of that. Certainly the tax aspect 
is .a key one in international corporations, profit, 
and that is profit after taxes. 

COMMISSIONER PERRY: Would you suggest taxes 
should be designed so as to discourage that? 

MR. McAVITY: Precisely. This is part of 
the conculsion that the tax climate will encourage more 
companies to produce here. I don't think corporation 
taxes alone will have that much effect. It will not 
solve the whole problem. Add to that the other measures 
referred to later for consideration, sales tax on 


capital goods and withdrawal tax and you have an increasing 


burden causing, I would say, + some reason to doubt the 
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1] security of the profitability of investment in Canada 
2/ in the longterm. 

3 COMMISSIONER PERRY: Dealing with your 

4| example one, the only thing which could, so far as the 
5| tax law is concerned that would stop such movements 

6] outside the country would be lower taxes to Canada 


7/ than prevail wherever they are going. You have nothing 


8] else to suggest? 

g MR. McAVITY: No. This is precisély it. 

10/ These people are having no trouble finding material. 

11 In most cases they have great success. 

12 COMMISSIONER PERRY: They are not saving 

13 taxes by moving out of Canada because even if taxes are 
14| lower in the country to which they go they will still 
15|| end up paying higher in that country's tax or Canadian 
16] tax. 

17 MR. McAVITY: I could give you one interesting 
18], reason presently in two different instances. Included - 
19 among the non-tariff barriers there is one company -- 
this “buy Canadian" programme here -- this is in other 
countries. One large manufacturer has encountered this 
in certain states in the United States and in England. 
He had a top quality product, top engineering design, 
everything was good. The first time it was presented 
in exactly the same circumstances he got the following 
replies both from an American State, a utility and 
likewise in England: This is fine, this is a very good 
idea and we think we will buy it, but we can't buy it 


from you because you are not one of our customers. We 


must buy it at home. This is a very serious problem in 
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Tax would be one of them. Certainly in the case of the 
California company I mentioned that have moved to this 
side of the border.- they now have seventeen hundred and 


eighty employees because of the fact they can make a 


slightly higher margin of profit for the overall company, 
shareholders of the parent company because it is a wholly= 
owned subsidiary, of course. 

COMMISSIONER PERRY: The tax would be less 
in Canada than the United States. 

MR. McAVITY: Preeisely, because of the 
production incentives provided inthe budget of 1960 and 
the wetbe of privileges. 

COMMISSIONER PERRY: By the time you withdrew 
the profit to the States the taxes would be at least as 
high as would have been paid in a U.S. prior. 

MR. MeAVITY: They are plowing it back here 
and doing a very good job. There are other factors such 
as dividenxt\sharing and getting business in Canada. 

COMMISSIONER WALLS: Am I right in interpret- 
ing that your suggestion for the lowering of ten points 
on corporation income tax and your other suggestlon are 
rather feelings by your organization that you favour 
a tax concession that will help the whole economy rather 


than specific concessions with respect to export adom?.* 
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MR. McAVITY: I would say yes, we have 

2| that fact in mind sir, Earlier on we made the statement 
3| to the effectithat exports have, throughout the past 

4 years, boomed abroad when the economy has been successful 
S| at home, and obviously it has to be successful. aHtoad. This 
6| has been mentioned in one of the Prade Committee papers 

7 recently. I had a long chat with the Trade Committee, 

8| the authors of that repa@t and we feel both aspects are 

9| there. In this particular context we are specifically 

10 referring, I would say more to the ability of some to 

11) shave prices as set and for the decision-makers having 
some incentive to invest more in Canada so it will become 
a more attractive place in which to produce goods because 


of the freedom of retention of profit. 


COMMISSIONER WALLS: I did not note in 
your brief where you had recommended that you wanted 
tax concessions to help exports? 

BRO MCAVITY?: Novsir. 

COMMISSIONER WALLS: If you are going to do 
that, as is done in about eight other countries at the 
present time, would you not be up against the same 


position that we are up against in regard to imports 


inthat you would almost have to create different 
Pewierktets for differant industries just the same as 
you create different tariffs for different industries? 
In other words, an overall concession for 
export mightcencourage us to export products that we 
perhaps should not export. Whereas, if you are going 
to make any concession for exports, you almost have TO 


be specific and vary from one produet to another. Do you 
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1/ agree with that? 

2 MR. McAVITY: I do sir but if I understand 

3 correctly, the reason -- I can state the reason we have 

4| not specifically asked for specific incentives to do 

5| that, the reasons in support of the case are two in 

6] number. One is that there is a very wide difference, 

7| as stated earlier, in the percentage output that is 

8 exported by,we will pay iene primary extractive industry 

9| through exporting one hundred per cent and who has great 
10| relief from tax burden generally as against the small 

11| manufacturer who has one or two per cent being exported. 
12 The second basie reason is that a great 

13 many of the remissions that are granted by other countries 
14 are in areas which are not included in our tax structure. 
15|| Turnover tax in France, the Australian payroll tax, and 

16! so on. Nobody, I think, seriously wants to get into such 
17 things as turnover tax and payroll tax. We have, we think 
18) quite a sufficient spread now. 

19 It would be very difficult to establish and 

20] to administer a system of allocating or pro-rating export 
21 to domestic sales and earnings. In many companies, includ 
22 ing one with which I have been associated for many years 
23 where exports total between 50 and 60 per cent of the 


24| average of our total output in Canada, we have not 


25 specifically asked. We have been in very close touch 

26| with Government tax officials on this and intend to keep 
27| in close touch from now on to make sure or to see if we 
28! can work out something about remaining or keeping our 

29 competitive position. 


30 I have made the statement, and I don't know 
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if you would mind a bit of levity here, that our exporters|, 
particuarly in the manufacturing and fabricating sector wh 
have had a very difficult time competingare rather to 
be comp@red with the football team who has a coach that 
is constantly keeping them on - side and playing against 
teams repeatedly who are off-side, then a benevolent 
referee, known as GATT, who keeps his whistle in his 
pocket. Germany retained this incentive just as long 
as German industry needed it. 

COMMISSIONER WALLS: I believe Japan in 
1964 is following exactly the same procedure. 

MR. McAVITY : There just seems some doubt 
as to whether Japan is going to follow or not. The last 
I read in the Journal of Commerce from New York they 
are hoping they will -- they are hoping Japan will join 
the great many countries, large and small, who have 
industries that are competing with our industries. Most 
of these may be markets which have certain rights 
which must be considered as giving them some advantage 
in write-offs, in tax remissions of one form and another. 
We have not specifically recommended it. We have outline 
here a case of close study to be kept, and we intend to 
maintain that close contact and sit with Government 
etfieliails: 

COMMISSIONER BEAUVAIS: My worry is if there 
is any deduction made intthe income tax rate, it would 
be taken up by the Provinces because im the past that 
has happened mostly in all cases. 

THE CHAIRMAN: You say that is also your 


concern? 
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MR. McAVITY: We specifically put that in sir. 
We would deprecate it. I don't know what else we can 
do but deprecate it. We havéi been doing this for years. 
There is a strong case to be made on the serious lack 
of our competitive policy and of the impact of taxation. 
There is still a great deal of work to be done in this 
area and I would say the same thing applies to the labour 
content which is, in some industries, quite high. 

There seems to be a aeeicte co-operative 
effort to make our industry competitive. It is remarkable 
to me that our Government at.the Provincial level as 
well as the Federal are spending a tremendous amount 
of money to promote the export of manufactured and 
fabricated goods,. © Looking at our number one problem 
which, I think, is still concedadito be unemployment 
in the generation ahead and while at the same time the 
tax impact is very deterring, in effect there is a 
deterrent there to invest, a lot of them, as I am sure 
Mr. Hughes could state, --~-— even a complete abolition 
of the corporate income tax would still not make them 
competitive because of our other high cost disability, 
low volume production, no specialization and because of, 
as Mr.Rothweli has stated, the geographic problem, the 
high inland freight they have to pay. 

THE CHAIRMAN: Is this concern as to low 
volume still valid? 

MR, McAVITY: I can think of an industry 
where it may well be. 


THE CHAIRMAN: I would have thought the 


argument must be running out in a great many industries 
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where, with eighteen and a half million people we have 
ceased to be a small country, and surely we must be 
getting economic production in many instances which is 
competitive throughout the world. 

MR, McAVITY: I think the optimum volume or 
level sir is still very far from being reached. A great 
many of our consumer durables and other goods do have a 
high added value or labour content -- we have, it has 
been said, too many in some fields. There are certain 
areas, such as white goods, refrigerators, stoves, we 
have actually, I am told, as many manufacturers in this 
country as they have: inthe United States of America. 
These are problems. Many of them are Canadian-owned, 
others are subsidiaries. There is no solution that I 
ean see for that as yet. The programme is being under- 
takm now by the Government in connection with automobiles. 
There may well be some similar ingenious legislative 
device they will come up with but they still have a long 
way to go. 

I would like some of the other people to 
speak up. 

MR. HAMILTON: Without referring to my own 
company, but chemicals generally, there is one area where 
a plant is now being built in Canada to serve the 
Canadian market. I think the annual volume is one 
hundred million pounds. At the same time plantscare. 
going up in the United States and in Europe where the 
volume is four hundred million pounds to serve that 
larger market. 


THE CHAIRMAN: What is the optimum? 
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MR. HAMILTON: It is not less than four 
hundred billion because the four hundred million plant 
was especially selected in relation to the size of the 
market as being the most economic. The other two plants 
I know of have an annual production of sixty to sixty-five 
million tons in this case, and the new plant has been 
announced for England of two hundred and fifty thousand 
tons. Again about a four to one ratio. I am not 
qualified to say what the economic unit is but the larger 
the market, apparently the ‘larger the unit it can 
sustain. ’ Those are examples that you run into in the 
chemical industry. 

THE CHAIRMAN: It doesn't always follow that 
efficiency is related to size. 

MR. HAMILTON: Not directly, no. 

THE CHAIRMAN: It might be to a certain point, 
andithen you sloughoff beyond that point. 

MR. HAMILTON: In this one case, the four 
hundred million-pound plant I mentioned, they had the 
option of building one large unit or building two or three 
small units scattered in their market area. The market 
area is small so there was not much advantage in splittin 
up as there might be in Canada coast to coast so they 
decided to go ahead with the one large plant and presumabl 
that was the proper course. 

COMMISSIONER GRANT: Mr. Hamilton the 
decision to establish a plant in a foreign country, 
among the factors which would’ have to be taken into 
consideration, which would weigh very heavily in making 


that decision I suppose, would be the availability of the 
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1| raw material which might be required? 


2 MR. HAMILTON: Yes, I would say so sir and 


w 


yet, on the other hand, I know of plants that have been 


as 


built in foreign countries where 90 per cent of the raw 
5] materials have ha to be taken to that country and manufact 
6| ured there. 

7 | The reasons for the establishment of the 

8| plant being trade conditions; very restrictive quota 

9] on imports of this particular product. ‘In fact, almost 
10| a complete embargo and the Canadian company in that 

11] case had to decide to either give up that market, which 
it had served for many years, or make a decision to 
invest within the country and avoid this embargo even 
though the raw materials required for thatoperation, 
most of them, have to be taken to the country. 

In putting the embargo on, this particular 
country was trying to encourage local manufacturers and 
it gave incentives by way of elimination of duty, fast 
write-offs on equipment taken into the country and again 
these sort of factors perhaps outweigh the additional 
cost of taking raw materials there. 

COMMISSIONER GRANT:, Now Mr. McAvity I 
have been wondering in my mind as to whether or not you 
would care to tell the Commission, or give the Commission 
your views on what the individual manufacturer himself 
is doing, apart from your Association, if this is within 
your knowledge, to sell his products abroad? 

Now I preface that statement or that question 


by the observation which has been made, I think in fairly 


responsible quarters, that the Canadian manufacturer 
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is more concerned, much more concerned with his domestic 
market than he is in getting out and establishitng a 
foreign market for his goods. 

In answering it would you take into consider- 
ation the fact that there is a tendency today to have 
plants working around the clock, or at least on the 
seven-day week. I believe the--paper industry has 
recognized that that is a feasible thing and that instead 
of having this amount of capital tied up and being 
idle for one day of the’ week, that it should be worked 
seven days a week and if the application of that type 
of thinking were applied to manufacturing generally 
in Canada is there a chance that the cost for export 
trade, if markets could be developéd, could be lower 
and the industry generally could expand its markets 
by its own efforts without any need for material tax 
consideration? 

MR. McAVITY : I would like to answer the 
second question first sir in this way: that there are 
a great many in the extractive field, primary industry 
field who have got increasingly competitive, in terms 
of the price situation facing them. This I know to be 
a fact and I am sure that Mr. Rothwell and Mr. Hamilton, 
the fabricating side and the processing side could speak 
in the same way. 

I give full marks to Canadian management. 

I am not one of those who think their efforts are inefficipnt 
or lethargic, or anything else. I have worked with a 


lot of them in various businesses in my time. I know 


some, due to foreign ownership who have the experts and 
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drive, and others just because they realize they have 
to keep up. 

Working around the clock aspect, I cannot 
speak too much about except to say that alot of them 
find that the lowest possible cost must be achieved 
in order to meet world pricesthat are going, and stll 

show a reasonable return on the investment. 

In response to the first quwstion having 
to do with what the Canadian manufacturers are now doing 
in relation to selling his product abroad, I would say 
this sir: I obtained from the Dominion Bureau of 
Statistics some figures which appeared in the Financial 
Post, if I may be excused from mentioning that particular 
publication. They made a feature story of it two 
weeks ago come Thursday. This was from sources provided 
by the Commodities Branch of the Department of Trade 

; and Commerce and in effect it showed this: that over 

a period of many years after the Korean War sort of 

a level of approximately five hundred million dollars 

of end products being exported but in the past two and 

a half years this has grown to over nine hundred million 
dollars as of 1962 and in the first half of 1963 in many 
of the different commodities section, equipment of 
various types, even down to silk stocking, vaccines, 

all kinds of you might say manufactured products have 
jumped so that im the first six months of this year they 
are actually in excess now of the full year 1961, the 
calendar year. 

I give full marks and full credit to the 


Department of Trade and Commercefor the excellent 
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promotion work done by them and in certain Provinces 
they got people moving, At Government expense they have 
had trade missions and they have done a very effective 
Job. 

I can name one example of a company that 
never could have thought it would have sold in England. 
It produces gum foil papers and when he asked to be 
included in the trade mission he was told no, you wouldn't 
do much size. We want to take people that go into 
heavy business. He said if I don't bring back an 
order on my first trip, I will pay my transportation 
costs myself. On that basis he was included in the 
trade mission and he came back with two orders over 
$350,000 and beknee been back since doing repeat 
business. His particular product suits the British 
manufacturer of Christmas crackers guite well. He 
couldn't get it at home. Wasn't even worried about the 
price. These are examples, and I could mention a good 
many of them. 

Rather significant also is the fact of the 
stabilization of the dollar. Some manufacturers say 
that due to the realistic stabilization of the dollar, 
it perhaps contributed more. They go so far as to say 
that the seven and a half per cent discount, shall we 
say, put them in a competitive position which they 
would not lave been able to achieve; probably the 
Government would not have had as much success 
without. this.lIty are doing a great thing. 


I would say that the factors that have had 


more effect than anything, the one per cent retention or 
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ten point cut in the profit, in the corporate tax rate, 
far more important has’: been the dollar stabilization 
at this lowmte and the promotion work that has been 
done, The ehortation has been very successful. 

COMMISSIONER GRANT: Then there are the two 
large elements of the industry that you represent. There 
is the primary producer, the secondary manufacturers. It 
is in the latter field that you have seen encouraging 
results within the last two or two and a half years, 
moreso than in the former years? 

HRY MeAVITY:  Yes*sir. “One? other factor 
I have not mentioned that has been a great contribution 
is in respect to the liberalization of our programme 
of export credit insuring and financing. Section 21(a) 
has had a lot of people, particularly inthe capital 
goods field, involvéd in export orders; we have the 
aid programme , the Colombo Plan and others which are 
placing more goods on the foreign fields which we did: 
not have fifteen years ago. 

This has been the argument in recent years 
that the liberalization of Section 2l(a) hasihad a very 
real effect. Our Association has met, I would say 
quite regularly on the subject of further liberalization, 
to see what we can do in this field. 

COMMISSIONER GRANT: I hope the question I 
am about to put to you is not an unfair one but it is 
this: Does your organization see that the influence 
of the foreign ownership over Canadian subsidiaries 


has had a marked effect on the export of Canadian 


products? 
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MR. McAVITY: I welcome the question sir. 
The intentionsexpressed by the Minister in his recent 
budget are, I would say welcome and you might say they 
found agreement or approval even with the subsidiary 
companies that I have talked to but they feel, so far 
as influencing their export policy, and this has nothing 
to do with withholding tax and depreciation allowance, 
it will not have any effect. 

The primary producing plant, or the pulpwood 
selling now one hundred per cent to the export market 
cannot be influenced by this and yet they have the 
full burden of the increase of whthholding tax to pay, 
even though they do not meet the 25 per cent criterion. 

so far as manufacturing people are concerned 
I would add only this, that there are a great many and 
I mean a great many plants here in Canada who would not 
have -- I am repeating myself -- the export sales they 
have got to get were it not for foreign ownership, 
sales to foreign companies, affiliated companies or 
sales through worldwide organizations. If they were 
strictly Canadian-owned they would have to go very far 
to find those markets and have a very difficult time 
so that the foreign control aspects, so far as exports 
are concerned, Iwould say generally speaking would be, 
expressing the composite view of those to whom I have 
talked which are only a few, but it is a fair percentage 
of the larger ones, would be that there is nothing 


wrong with the export policy today. 
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I have been in very close touch with the 
Department of Trade and Commerce, Commodity Branch, 
who have been doing a job more and more important to 
Canada. There have been two new ones I have here, quite 
considerable expansion, severalimillion dollars, primazly 
designed to export from Canadian subsidiaries and 
don't intend to change the situation, 

COMMISSIONER GRANT: Is there any evidence 
in which the exportof a product manufactured by a 
Canadian subsidiary of a United States company has 
been influenced by that on the groundsof different 
political idealogical thinking on the matter? In your 
experience that isn't much of a factor! 

MR. McAVITY: I would say it is a very serious 
factor in a great many cases. Many many companies out 
of thousands of subsidiary companies -- there are many 
who have no permission to export excepting in the 4oth 
Parallel. I would say increasingly they are getting 
complete autonomy. I am happy to note in the list 
some 78 or 80 which I have come across over a period of 
time,im the past six months who are shipping to the 
United States manufactured goods in competition with 
their own plants down there. Geography again plays 
apart. There is one manufacturer in Montreal who is 
selling to New England in competition with th plant 
located in the Western States. This increases, I think 
by constantly working at it. We will succed in the long 
run. Tariff barriers in many cases make it pretty 


prohibitive.In addition ©» company policy makes it more 


difficult, and the same thing as I mentioned earlier. 
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THE CHAIRMAN: Our taxes should be low 
enough to make us competitive. 

MR. McAVITY: Exactly, investment decision 
will: favour a Canadian plant. 

COMMISSIONER GRANT: I should like to think 

where transportation cost on the manufactured 
article for overseas market is anaterial factor that that 
might lead to the establishment of manufacturing plants 
on the seaboard. 

MR. McAVITY: I would suggest with all 
industries it has been looked at more and more where they 
are transporting bulk materials. The railway companies 
are today members of our Association and we have had 
discussions on the cost of inland freight and the cost 
aspects with competitive ability is very.sertious.. 

MR. LINDSAY: You might be interested in 
theexperience of a secondary manufacturer in the midst 
of the number of primary producers here. I think lack 
of specialization is one of the greatest problems that 
confronts the secondary manufacturer today in the 
export market. In our particular industry, electrical 
wire and cable industry in Canada we have roughly ten 
companies whose total production is less than any one 
of the four largest companies in the United States. 

This, of course, gets the American producer:‘to specialize 
on a product line which is not possible in Canada. Take 
an item like lamp cord with which you are all familiar, 

a American manufacturer can set up a plant to produce 
that five days a week, three shifts, and as a result make 


maximum efficiency possible. A Canadian producer will 
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probably have to fit that in with his multitudinous 
other requirements. This is a big factor facing the 
secondary manufacturer. 

Now, aS you get closely to raw material, 
for example semi-fabricated products which are in demand 
in the export field, there is a much greatly possiblity 
of export. Here we are able to compete and compete 
quite effectively. In our own case we compete with 
our two parents, one in the U.K. and one in the U.S, 
and we are constantly. twisting their tails in this 
particular field and we do this with complete freedom. 

THE CHAIRMAN: Mr. Lindsay, this is something 
I had. heard before. I never fully understood it. You 
say there are 10 plants? 

MR. LINDSAY: Ten companies. 

THE CHAIRMAN: Ten companies in Canada 
manufacturing wire and cable. I assume from that that 
all ten make all the same things and compete with each 
other? 

MRe LENDSAY: «That is true. 

THE CHAIRMAN: Why don't the natural forces 
of economics cause the number of people in one line 
to be reduced to two or three maintaining a competitive 
market, but by centralization reducing costs. Why should 
all ten of them all make everything? It just seems to 
me that you are defying: the natural laws of economy 
in doing this. 

MR. LINDSAY: We would like to know the 


answer to this. 


THE CHAIRMAN: I have never understood that 
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and it seems to me there must be reasonable answers to 
this. I would think you would naturally switch to the 
things you are better in and move out of things you are 
not and gradually come to a situation where as I say 
two or three would be making each line instead of ste? 

MR. LINDSAY: I think geopraphy 
as Mr. Rothwell said and transportation come into this 
situation, 

THE CHAIRMAN: I suppose that is it. 

MR. LINDSAY: And another factor is economic 
provincialism which has become an important part. 

THE CHAIRMAN: That is significant. I agree 
about that. 

MR, LINDSAY: In order to do business in 
any province in Canada you need to have a plant there 
so you multiply the number of companies by the number 
of Provinces -- this is again all adding to our export 
problem. 

THE CHAIRMAN: Anything further on this? 
I would like to go to page 5(e) unless anybody has 
anything before that. In that paragraph you indicate 
that your members favour a straight corporation cut 
tax, and I would assume that I might put it to you under 
this heading: If all the tax concessions that have been 
made to the manufacturers aggregate three percentage 
point of corporation tax -- I don't know what they do 
aggregate -- I haven't added them up. I don't know if 
the information is available but I suppose it might be. 
Would it be better to cut out all these and reduce 


corporation tax by three per cent? Is that would you are 
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saying to us? 

MR. McAVITY: In fact, sir, yes. 

In discussion with several dozen members by correspondence 
and by pokacaes visit I found as I state later on in this 
brief that the special tax incentives are not preferred 
for a number of reasons which we spell out. 

THE CHAIRMAN: Right. 

MR. McAVITY: So, as far as incentives or 
depreciation allowance which would help exporters -- there 
would be a great deal of inequity because some would 
benefit far more than others. 

THE CHAIRMAN: I was going to depreciation 
as the next question. 

MR. McAVITY: So far as a straight cut in 
corporation tax, it os basically because of this reason. 
Following discussions with a number of members I sat 
down with some people in the Department responsible 
for budget-thinking and budget-making and it was put 
this way to me as a question: if we could show industry 
this could help with the taxation on capital production 
inthe investment production field and we could produce 
$3,000,000, how do you think the cross-séctimmembership 
would react. The answer to which.was vin favour of 
corporate tax cut. 

THE CHAIRMAN: Well, that must be clarified 
incaccordance with Paragraph E: 

"While we want a system of capital 

"cost allowance that is comparable to that 


"tn other industrial nations" --- 


One I can thing of right away is the U.K, where machinery 
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and equipment is written off at 130 per cent of cost. 
Total write off in the first year is roughly 50 per cent 
of the cost. That brings me to what is the proper charge 
in order to measure income. It is incentive provision 

of some kind. You may therefore think in Canada we should 
pickout whatever is mst liberal in any country -- the 

one 1 stated is the most liberal. We could therefore 

base our depreciation system on that. 

MR. McAVITY: This basically sir has to do 
with investment decision -- having new equipment -- this 
has been said to me often, that we already have excess 
capacity in many industries. There are all kinds of 
new products’ sold for which the old equipment wouldn't 
provide. Here basically what we have in mind -- in 
my conversations, speaking to those in both the United 
States and the U.K. and various others stated, cash flow 
is important to make investment in international companies 
so therefore we want to be competitive. 

THE CHAIRMAN: If one was to seek neutrality 
between our labour intensive and capital intensive 
industries, scrap special incentives with regard: © 
capital in favour of tax cuts. One would therefore -- 

I would think capital cost allowance is what one normally 
takes in order to measure income, what is a fair measure 
of income -- anything beyond that seems to be incentive 
in:favour of capital and it may be a good thing to favour 
capital, I don't know. 

ME, McAVITY: Yes. 

THE CHAIRMAN: What I would think, if we 


want tax cuts instead of incentives surely we can face up 
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to scrapping incentives and not say we want a tax cut 
and we want these capital incentives. Surely the two 
are not consistent. 

MR. McAVITY: I think you are right. I think 
it is wording on my part, I tried to interpret something. 
I should be more clear. I think the intent on the part 
of a great many people, particularly in the international 
field -- a company with non-resident subsidiaries in 
other countries, this was made very clear to me, this 
write-off, cash flow is important in some cases. 

If we have the tax rate stabilized at a lower level we 
can look to a greater return on profit after taxes. 

THE CHAIRMAN: I am getting from thés para- 
graph in the general way your membership prefers tax 
cuts to incentives and when I say incentives I mean 
incentives by way of asset depreciation or investment 
allowance or anything of that kind. 

MR. McAVITY: If I have inferred they wouldn't 
take any incentives that are going I think I have perhaps 
missed the membership's opinion. 

THE CHAIRMAN: There wasino such inference. 

COMMISSIONER GRANT: Before leaving the 
question of tax on page 4, coming back to page 4 where 
you recommend a total corporation income tax reduction 
of ten per cent andpreferably ten points to 40 per 
cent rate, are you in favour of continuing of the 
differential which is now given to the so-called small 
business? 


MR, McAVITY: To be quite frank we haven't 


even discussed it. There are not very many small businesses 
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éxporting; ‘to our’ knowledge, and we haven't’gob them. 

THE CHAIRMAN: From your confreres I see 
you have Size here. 

MR. McAVITY: Unless the others have more 
to say, I don't think that classtef company is a major 
factor in the export field. 

COMMISSIONER WALLS: Moving on to page 6 
in regard to 2B you suggest we make up the. revenue; loss 
resulting from the reduction of corporaté taxes by 
Rae sates the use of indirect taxes. However, in your 
brief you say that you want exemptions, you want taxes 
taken off building materials. You wantsales tax taken 
off machinery and tool production and in still another 
part of your brief you say if there is to be taxation 
of services you don't want to see sales tax on such 
services as transportation. Whe re do you see that 
we can get this extra revenue by indirect taxes when 
you are suggesting so many of them be removed? 

MR, McAVITY200 In this area; ceiry Tucan 
truthfully state there is a great deal of difference of 
opinion which is why we have requested this be considered -- 
this matter is a sufficiently important matter as to 
warrant a special study in the instructions in the 

memorandum to participants. There are a good many, 
particularly in the manufacturing sectors who are 
basically dependént upon the domestic market. These 

quite rightly feel that the consumption taxes are already 
high. I would say that there has been a feeling expressed 


by most of the, shall we say larger companies who are 


major exporters today, the fact that the taxes on capital: 
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in this country as indicated in this pamphlet are now 
the highestof any industrial nations and trade partners 
with whom we are dealing and competing -- 17.1 per cent 
of our direct taxes, to all levels of Government as 
against consumption -- 17.1 per cent taxes on capital 
as compared with income and consumption. We have added 
to this since this was written by adding sales tax on 
capital investments for production purposes. 

COMMISSIONER WALLS: The only reason that I 

bring this before you is we are getting this repeatedly 

that people say we should use more consumption tax, 
and then tnevitably follow it - by asking certain 
consumption tax should be exempt. We would like to 
receive from someone a suggestion of where we should 
tack it on. 

MR. McAVITY: This is I think a major problem. 
The cost of living has been rising -- I am not the one 
to speak on this subject. I am not an economist. 
I would say the objective of our Association is we must 
take a stand on matters that will be a déterrent to 
exports. The sales tax on capital goods is one and 
oh this particular item we feel that there is too high 
a tax now on capital goods that are required to produce 
goods for exports. 

Some members have expressed fears for 
serious residual implications. I point out living 
costs are already too high. On the other hand I have 
neencHenindel ithe tapanaty:6r industry to provide’ increasi 


employment is directly pelated to the ability to implement 


plant expansion and new features. 
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COMMISSIONER WALLS: Following up that line 
and jumping ahead in the brief, thts follows the remarks 
you have just made on the question I put: do you know 
of any of your member organizations on which the sales 
tax on building materials was a deciding factor as to 
whether they would build a new plant or not? Was it 
even taken into consideration in deciding on building 
a plant, the factor of sales tax on building materials? 

MR. McAVITY: I can't give a truthful 
answer to that. I have heard comments as we all have, 
some public, some private on the affect of the additional 
cost involved. We have some material to present later 
on. One large manufacturer has aiready said when the 
sales tax ee eleven per cent in 1965 it will have 
he affect of increasing the average of their net 
production price costs and eventually will be one per cent. 

COMMISSIONER WALLS: Would that be based 
on the tax on machinery and tools of production? 

MED weAVitas * All ‘or Tv. 

COMMISSIONER WALLS: Rather than on the 
decision on building a plant ? 

MR. McAVITY: I am afraid I am not in 
a position to give a truthful answer to your question 
because we haven't had the opportunity to discuss it 
with sufficient people. 

MR, ROTHWELL: The decision to build a plant 
will come about through a review of the entire project 
and all of the factors in the case, of which sales tax 
on building ara Ieeeduseren equipment would be one. 


Now, it certainly is quite possible that 
Sales tax on production equipment misht be considered. 
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MR. ROTHWELL: But this sales tax is one 


not to go ahead with the project. It'is another cost 

to be observed. It might be the thing that would make 

a particular project marginal or sub-marginal and thereby 
eliminate the project. Like you, I have not heard of 

any particular instance that I can specifically say it 
was the one thing that prevented the establishment of 

@ plant but this is another added cost to be taken into 
account when looking at a venture. 

THE CHAIRMAN: Thank you. We are all concerne 
about where we secure or maintain revenue needed for 
Government. You point out that the share of the 
Gross National Product which is scooped off by various 
Governments in this country is not as high as it is 
in many other countries and yet we hear constantly that 
corporation taxes, our indirect taxes are certainly 
far higher. When you put together the Federal -- Prov- 
incial ones, and you have just told us that our capital 
taxes are higher than virtually any nation, what I cannot 
quite see:if we are the highest in every particular 
category why, when we add it altogether, are we not 
higher? In fact, we are pretty far down the line so, 
as I say, I think,this indicates we have been pretty 
generous with regard to our exclusion from taxes and 
eur various incentives. We hear if we impose a tax it 
may actually stop a project. I suppose any tax has 
a dampening effect. What we have got to choose are those 
which have the least dampening effect. We cannot, 


obviously, avoid bad effects or we won't have any taxes 
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1) atiall. 
2 MR. McAVITY: A plan that is on the drawing 
3| boards and in the hands of the Board of Directors, an 
4] international planthere, England, Europe and the States 
5| that is an $11,000,000 project for southwestern Ontario 
6/ has not yet been approved. Now the impact of the sales 
7| tax alone was not responsible for this. The withholding 
8| tax had a bearing. All I know it is still under 
9] consideration and has not yet gone ahead. It should have 
10| started this spring, this summer. It was up for discussio 
11]| in the month of June. 
12 This area generally sir is one which we 
13| do intend to keep in touch with in the continuing 
14| discussions we are having. If we do get anything on it 
15| later, we can get in touchcwith the Commission Secretary. 
16 THE CHAIRMAN: Paragraph E, page 7, you 
17|| indicate that some of your members have expressed fears 
18|| that a sudden increase in consumption taxes would have 
19! serious recessionary implications. I wonder whether you 
20|| would consider that such an increase might have 
21/ inflationary implications? 
22 If our living costs are already high, any 
23| further increase in indirect taxes, I suppose, could 
24 push up living 'costs where wages would be inadequate to 
25|| meet them and could start inflation and if that were the 
26 case, the gain to exporters by shifting from direct to 
27| indirect, and eliminatingcindirett to exporters, ‘would be 
28 completely: lost, TL suppose yiwith imore ‘serious ‘cost to the 
29 Economy than ithe benefiboderived from those increase exports? 


2 MR. McAVITY: It would sir. I have at least 
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half a dozen letters from people who agreed with the 
brief in its acy expect for this one factor which 
is why the final draft was changed. They were people 
whowere manufacturers mostly of consumer goods afraid 
ofthe increase in cost to the consumer and in this way 
having an effect on their output. 

THE CHAIRMAN: Did anybody say this would 
be inflation? 

MR. McAVITY: I did not hear it sir: 

COMMISSIONER PERRY: It would be mathematicall 
true that there would be an increase :.in cost and 
prices unless your price came down by the level of the 
corporation tax reduction. 

MR. McAVITY: That is right. 

THE CHAIRMAN: And that increase could 
drive all the benefits you could get, I would think from 
the corporation tax reduction? 

MR. McAVITY: I think you are right sir. 

COMMISSIONER WALLS: At the top of page 8 
you state: 

"Marty of the major trading nations 

"appear to be giving a competitive advantage 

"to their industries by deriving a much 

"higher percentage of revenue from taxation 

"of persons than of corporations . 

Do you really ‘think that any lesson can be 
taken from that, bedause there is a wide variance between 
nations? True in a number of European nations what you 
‘State is quite correct but is it not a fact that the 


largest trading nations -- Japan is the reverse of that, 
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that their corporation taxes applyc: 41 per cent to 
revenue and their personal income taxes 59 per cent so 
do you really think that you can take any lesson as to 
the relative advantage of placing taxes on corporation 
as against persons? 

MR. McAVITY: To answer that I would say that 
it is not by accident that we have said "appear to be 
giving a competitive advantage." Our sources are not 
as great as yours, certainly, but the sources wehave 
tapped on this, the pamphlets that have bepn written, the 
figures all indicate that the Variation in the taxing 
principle -- tax bases differ. The system of actual 
bookkeeping is different. Another differance has been 
brought to my attention of one of your Scandinavian 
countries where the eotal corporate tax rate is 48 per 
cent. They have novcontribution to charities, to 
universities, hospitals, to anything else. All kinds 
of factors come in. I say here "appear to be”. One 
of the reasons why is our thinking is sufficiently 
complex and we really have had insufficient study. We 
are not in a position to give it sufficient study but 
we will do our best to keep working at it. 

THE CHAIRMAN: I wonder if those countries 
which tax their corporations the lowest are found oe your 
Association to be the most competitive in exports because 
the pattern varies considerably £ In Europe I think the 
range is from something in the 30's up to somewhere over 
50 isn't it? 


MR. McAVITY: TO become export oriented or 


export conscious sir I think requires a great deal more than 
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tax structure. I think the Japanese and the Dutch, and 
a few others have indicated that, with their knowledge 
of languages, and so on, This is one area that we are 
getting into,the educational field. 

COMMISSIONER PERRY: I am still not quite 
clear as to whether you want special incentives or not. 
I keep coming back to that. 

MR. McAVITY: I think I could answer that 
probably in a truthful way by stating if there are any 
incentives cooked up, we will be glad to consider them. 
I don't think you would find agreement between say the 
large primary producer exporting one hundred per cent 
and the small manufacturer exporting perhaps one per 
cent on a controlled basis. Wide difference of opinion 
but certainly as indicated in our submission here, we 
suggest that -- we have already started this with the 
authorities in Ottawa, having better ways and means and 
keeping in close communication,I found that our tax 
authorities in the Federal Government particularly are 
very sophisticated in this field; know exactly what is 
going on. They do not always feel or see any reason 
why they should have to consult industry as a whole but 
we are going to try to fill that gap if we can and 
keep working at it. 

MR, ROTHWELL: May I comment onthat? I think, 
Mr. Perry, that the definition of incentives has been 
broadened in our eyes this morning. The Chairman has 
put capital cost allowances, and so on, into the incentiv 
field. I think what most of us have done is look at 


incentives as perhaps some of the gimmick items. 
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i COMMISSIONER PERRY: I think you put it 

2 there yourself by your paragraph on page nine which includes 
3 the liberal capital cost allowances in France, Sweden 

4 and the Netherlands and those recently liberalized in 

5| the United States and United Kingdom. 

6 MR, McAVITY: Yes, it is. 

7 COMMISSIONER PERRY: I was just using your 
8 own concept. | 
9 MR, McAVITY: Yes, it is there. 

10 COMMISSIONER PERRY: I take it that your 

it policy is you don't have your hands behind your back. 

121 at any rate you are not begging. 

13 MR. McAVITY: I would go further and say that 
14 the kind of incentives we are talking about may well 

15 run into some sort of subsidy, if we really want to 

16 get them exporting: Maybe transportation, some of these 
17 things which happen in the agricultural field. If we 

18 are really serious about providing jobs that are going 
19 to be required for this post-war baby crop, we may have 
20 to look to this sector to provide those jobs and maybe 
21 


something really big required that perhaps would go beyond 
the bounds of normal tax remission of capital cost 
allowance gimmicksor incentives. This seems to be 
something we have to face up to soon. 

What I was trying to infer, and perhaps 
this is a subject we do not want to get too deeply into, 
the seven and a half per cent had a rather marked effect 
on our ability to compete as did Great Britain a few 


years after the war where they suddenly had a 30 per cent 


Slash, put their exports in a better position overnight. 
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The tax factor, admittedly, is a relatively small cost 
item on the cost sheet. 

THE CHAIRMAN: Using my definition of 
incentives, am your own on page 9 -- I think they are. 
about the same -- do you have any concern that the 
country does not secure benefit in proportion to what 
is concedal by way of tax rebates or reductions? It may 


be that liberal depreciation does affect your decisions. 


Of course, what one wonders is whether it affects indiv- 
idual decisions to justify the amount of taxes which 
are conceded, Have you any views on that? 

MR. McAVITY:: I would like to see if any 
of the members of my delegation have. Truthfully sir 
I cannot state -- I know the principles that are being 
held fa these are investment decisions rather than factor 
affecting the competitive ability in terms of price, 
you make it here or make it elsewhere. The incentives 
we. were talking about here have to do more with investment 
decisions rather than actual cost sheet of the company. 
I am not in a position to give an authoritative answer 
to it. 

THE CHAIRMAN: On page 9 I was wondering, 
I do not recall, what was recently the liberal capital 
cost allowances in the United States and United Kingdom. 
In the United Kingdom I know that they are very generous. 
I did not know that they had recently become more 
generous. Perhaps they have. 

MR. McAVITY: I am afraid I haven't got 


figures here sir. This came to me from two different 


sources. People referred to that as I refer to it here. 
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THE CHAIRMAN: Mr. Perry “t says you are 
right. 

COMMISSIONER PERRY: I think even their 
standard rates in the United Kingdom, about a year ago 
were liberalized. 

THE CHAIRMAN: Were they liberalized 
substantially in the United States? 

COMMISSIONER PERRY: Brought them up to about 
the Canadian lemets as I understand it. 

COMMISSIONER GRANT: Under 2 onnpage 9 the 
reference there is to secondary manufacturere who put 
forward the claim that they should be entitled toa 
refund of direct taxes which apply to goods exported. 
That would mean, I suppose, tmt those secondary 
manufact urers who are now exporting, and exporting 
successfully, meeting foreign competition, would be 
enriched to that extent, in addition to their profits 
which they are now enjoying but your submission, I 
Suppose, is that that would not matter so much if this 
type of tax concession had the result of increasing 
their exports materially by allowing secondary manufact- 
urers who are not now able to compete, to compete? 

MR. McAVITY: I think that is a fair statement 
Sir. The one problem I think facing a lot of our 
manufacturers is the lack of volume. They have a relatively 
how scale of volume. Therefore, do not have the 
economic specialization and targecvolume production. 

With a country situated as we, with 9 geographic problem 


internatly and with so many manufacturers and so many 


of these particuarly consumer durable goods, to get 
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optimum levels of production which the economy I think 
would allow to them, they must look to the export markets, 
Now Mr. Hughes, I know of Canadian General) Electric 

could be spokesman of this group as a whole when he 

said, quite honestly I think, that if there were no 
corporation taxes at all they would still not be able 

to compete in many areas simply because there are other 
high cost disabilities preventing them, tariff barriers, 
in-the market that they would seek. 

MR, HUGHES: As the Chairman said a little 
while ago, you are probably aware that a survey of the 
Canadian Manufacturers! Assocation established that 
net profit after taxes is five cents on the dollar. 
Further, the Canadian Electrical Manufacturers! Associati 
established that two and a half cents het profit after 
taxes on the sales dollar. Now assuming that we abolish 
corporation taxes, assuming that the shareholders were 
content to stay in their relative position they now are, 
this means we could reduce prices by about two and a half 
per cent in the electrical manufacturing industry, 
or reduce them by about five cents inthe secondary 
industry in the broader group. 

Now assuming that there were further savings 
in direct material; as a result of corporation taxes 
being abolished, then you have to assume there will be 
some saving in excess of two and a half or five per 
cent. I don't know what it would be but let's be gener- 
ous and say it would be 15 per cent. -- I have posed 


this question to people in our company who are responsible 


for international exports and they say it would not open 
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the door to us. It would help but it would not open the 
door. So, therefore, I am of the opinion, as far as 
secondary industry is concerned, and it is a minority 
group in this Association, so therefore I can disagree 
with them but it is my opinion that we must hook to 
subsidization, if this is the wish of the Government, 
if the incomefimds area sufficient import to the balance 
of payment situation, then I think the Government must 
say we will subsidize you as we have subsidized the 
shipbuilding industry or some other industry or, 
alternatively, they should say that you go it alone. 
It is not of sufficient impa@tante to us to subsidize 
you. 

COMMISSIONER GRAN®: Mr. Hughes, I would 
like to put this question to yout Say the Canadian 
tax policy was such that you were given outside advantages 
over your parent company in the United States. If your 
product could be produced in Canada and sold in the 
United States cheaper than it could be produced in the 
United States, and if you were in a position to undersell 
you parent company, would you go ahead and do it? 

MR. HUGHES: Yes. There is no limitation, 
as far as my company is concerned. In the normal run 
of products we cannot beat them cost-wise because product- 
ion runs are cheaper but in specialtycapparatus we could 
beat them, in customer preference ». *esign, which we 
have had occasionerecently for the Canadian product 
because of the United States customer having a subs..\ary 
in Canada who has ordered our equipment, there is 


no limitation. We can get business without ay restrictio 
whatsoever. 
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MR. HUGHES: Again we are exporting to the 
States some things which the parent company hasn't seen 
fit to manufacture which we think they could manufacture 
at better profit than we could with their production 
run, such as electric cables and washing machines and 
pueeeKiEs apparatus, but price is the only limiting 
factor as far as we are concerned either in the States 
or any other countries. 
COMMISSIONER WALLS: We have in this country 
to certain industries started giving encouragement of 
so many tax-free years. I know that Ireland perhaps 
give the biggest concession of all. They are fax-free 
on products exported for a period of ten years. Follow- 
ing that, they feel after tenyears the firm will be 
sufficiently well-established it can just continue and 
be able to pay a proper share of the taxes. Have you 
given any thought to the period of years of export that 
‘Should be tax-free? 
MR. McAVITY: Nossir, we haven't, and it is 
a very interesting point you have raised. I have had 
it put to me, again by some secondary maniifacturers who 
think that if they were given time, either by various 
protections or preferably being cabhe: to take their 
returns in other countries, some form of initial protectian 
-- just one time is all they need. They are people who 
have already some success in bringing in exports to 
countries, established products in some countries, and 
they can do the same. It is hardly worthwhitie to them 


for the profit in terms of profit returns after taxes. 


Secondary manufacturers are the minority 
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group in our Association for obvious reasons. We are 
adding membership at a healthy rate. This is something 
that we will be hearing from time to time in the future. 

THE CHAIRMAN: Mr. McAvity, I would like 
to carry on a bit with Mr. Hughes who was kind enough 
to let us know that in the opinion of his country there 
is no restriction on exports anyway. The only limiting 
factor was whether the price was enough to compete. I 
assume that mtive,as a rule, is dicta ted by good business. 

MR. HUGHES: That is right. 

THE CHAIRMAN: It is not altrwBtici. It is 
not directed at good citizenship. It is done because 
a unit should be a size to achieve the most efficient 
and economic results. They should all be seeking to 
do their share in the best possible way. oS ##:Hc 
Would that be true or is there anything beyond 
that in such a decision because what I am looking at 
is if itvpertains to you it should pertain to others. 

Le 2G AES law or something beyond, concocted for 
some reason beyond what is natural. 

MR, HUGHES: I don"t know whether it pertains 
to others. In our particular ineeliutide in the 
international sales organization the parent company 
Will place orders owith: the): company tn Italy or in 
Canada, depending on the price solely. We don't have 
the resources to establish a secondary sales organization 
in all the countries as they have. = In placing those 
orders it is mostly in the field of specialt: apparatus 

that we can even come close to competing, not in 
production things. We will get an order if we have our 


price. There is no other consideration. There is an 
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additional factor, of course, and I am not at home at 
this field, but I am given to understand that we cannot 
compete, parent against Canadian subsidiary in front of 
the customer in view of the anti-trust laws. I am 

not clear in my mind on that. Aside from that if we are 
not involving the parent company with anti-trust 
violation then price is the onlyifactor. 

THE CHAIRMAN: Thank you. 

COMMISSIONER GRANT: This would be a very 
good example of what Mr. McAvity said earlier that the 
advantages that Canadian subsidiaries of United States 
companies enjoys in getting into world markets is because 
of the factithat the parent company has established 
some sales organization in those various countries. 

MR, McAVITY: It is not just American. 1 
could name you one heavy capital goods manufacturer in 
Canada exporting $30,000,000 of goods inithe past two 
or three years. 

COMMISSIONER GRANT: I didn't mean to 
particularize. 

MR. HAMILTON: I might add in our case a 
large part of our exports are assisted Breatly by the 
fact we are part of a world-wide merchanting organization 
which has representatives in foreign countries. If we 
didn't have that world-wide organization through which 
to deal it would be very expensive, perhaps impossible 
for us to sell to say Hong Kong or India. This organ- 
ization exists and assists ms in our export activities. 
In our case we have patent provisions that bar exports 


to certain countries perhaps. 
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1 COMMISSIONER GRANT: Perhaps it doesn't apply 
2 to you and I am not directing the question to that: 

3| end. It would seem reasonable that a Canadian company 

4/| would be asked to contribute towards the expenses to an 

S| extent for something like that. 


6 MR. HAMILTON: Yes, in our case where we 


7/1 sell through this world-wide merchanting organization 
we normally pay ‘ commission, small commission of say, 
it varies by product; -- it would average five per cent 
of the final sales price to go to the actual merchanting 
organization in the area to recompense for their services. 
MR. McAVITY: If I could, Mr. Chairman, to 
answer the question put to Mr. Hughes having to do with 
good sound business sense. A very significant thing 
is the growing diversity of industry to international 
corporations throughout the world. It is more and more 
apparent that corporate decisions and corporate operations 
are to a greater extent international than national 
operations, a vital decision affecting international 
relationships, and this I have found to be Very very 
true in my discussions. To round that out I can say 
one subsidiary has been here for many years, since the 
beginning of the century. Thetr stock is something in 
the neighbourhood of 20 per cent in Canada, stock 
available here in Canada, the Canadian subsidiary. 
The head of that company, born in Canada 
had been very satisfied for many many years and has been 
for the last three years trying to persuade his 
subsidiary to become 100 per cent foreign-owned. 


THE CHARERMAN: Very interesting. 
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MR. McAVITY: Very significant. 
THE CHAIRMAN: I have no further questions. 
COMMISSIONER PERRY: I wonder if you would 
mind speaking to the research situation proposal. Would 
this be directed at this type of expenditure thatcwould 
only lead to export or do you just have in mind taking 
the base at the present? 
MR. McAVITY: Precisely. 
COMMISSIONER PERRY: Just that. 
MRe NcAVITYr. Yes, 
COMMISSIONER PERRY: I guess that answers 
my question.. 
THE CHAIRMAN: It broadens the area to which 
this incentive would pertain. Presumably this would 
be one Of the incentives which would go out if one made 
the broad choice of wing corporationitax or incentives. 
MR. McAVITY: There are a couple of reasons 
for putting that in. One is again connected with 
international corporations, the policy of head-office. 
While there is no question that the base -- rate that 
was given for that has been a help, I mean that it has 
influenced greatly such research and development work, 
I think basically we feel more research is needed. The 
last sentence of paragraph 4A at the bottom of the page: 
"This might be by exporting new types 
"of products or by licensing and selling 
"technology: to other countries." 
I think this is rather significant. This 
comes from a couple of rather large people in the newer 


plastics, chemistry and so forth. Others mightinnot see 
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eye to eye. The other factor was the base period selected 
-- it wasn't satisfactory in many major cases. 
THE CHAIRMAN: We have heard that from others. 
_MR. HAMILTON: On that point you should not 
overlook the advantages of licensing or selling technology > 
to Other countries. This becomes more important and 
will reflect further growth when our research is encourageld 
and successful. We ourselves are doing that now. We 
sell technology to Japan and also to Mexico, 
THE CHAIRMAN: You are not suggesting you 
are influenced by the tax incentives? 
MR. HAMILTON: No. I think it is a means 
of, not of adding directly to exports of Canada, but 
certainly from the point of view of balance or payment 
problem the work done in Canada when encouraged should 
lead to progress in that area. 
THE CHAIRMAN: I have no further questions. 
Have any of you? That means that we understand the 
balance. It is a very clear statement indeed. We might 
say it is a very helpful submission to us. This matter 
of exports is something that in our job we are greatly 
concerned about, and must be. «. If as you go on, 
as already indicated, you come on further information 
or research which would be useful in our task.we-— 
woudd appreciate if that could be made avalhable to us. 
We thank you very much indeed for sending this in 
and appearing ere and submitting yourselves to our 
questions. Speaking for all here we have been greatly 
helped. Thank you very much indeed. 


MR, PINDSAY: wp, Chairman, may I express 
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MR. McAVITY: I wonder if I could make 
one comment. The report of the 20th annual meeting of 
our Association was practically completely drafted so 
from all the sources I received pressureatot make’ at statement 
concerning the withholding tax measures which were 
being, tabled about that time. As it turned out they 
were tabled in the House. I haven't got thirty copies 
here. I will tabie one with you and send the rest to 
the Secretary of the Commission. I would like to file 
this with you, sir. 

THE CHAIRMAN: Thahkyyou. 

MR. LINDSAY: I would like to express our 
thanks and appreciation for your patience and understandin 
in dealing with our brief and we are very grateful for 
the time you have given us. 

THE CHAIRMAN: Thank you. Is there anything 
else, Mr. Secretary? 

THE SECRETARY: Yes. There are two briefs 
to enter intothe record. The first one from Volkswagen 
Canada Limited of Toronto will be entered as Exhibit 
236 and one from Mr. John H. L. Gillis of Victoria, 


British Columbia will be entered as Exhibit 237. 


---EXHIBIT NO, 236: Submission of Volkswagen 
Canada Limited. 


=—=PARLBte most e 51? Submission of Mr. John 
By Gllitgs. 


THE CHAIRMAN: We will stand over until 
9:30 tomorrow morning. 


_i.WHEREUPON THE HEARING ADJOURNED UNTIL 9:30 A.M. 
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ANGUS, STONEHOUSE & CO. LTD. Ottawa, Ontario 
TORONTO, ONTARIO 
Wednesday YNQ3 
October 30th, 1963 


---ON COMMENCING AT 9:30 A.M. 


THE CHAIRMAN: If our visitors are ready, 
I think we might start. 

THE SECRETARY: Mr. Chairman, and Commissioners, 
the first brief this morning is being presented by the 
Children's Apparel Manufacturers! Association. Mr. Louis 
Orenstein, Q.C., who is legal counsel of the Association 
is here with a number of the executive members. 

Mr. Orenstein will speak initially to the 
brief and will introduce his colleagues. I would like 


to enter this submission into the record as Exhibit 238. 


---EXHIBIT NO, 238: Submission of the 
Children's Apparel 
Manufacturers! Association. 


THE CHILDREN'S APPAREL MANUFACTURERS' 


ASSOCIATION 
APPEARANCES: Mr. H..Rosenbersg Mr, Peter Covit 
Mr. G.G. Newton MrveberRogers 


Mr. L. Orenstein, Q.C. 


THE CHAIRMAN: Thank you Mr. Secretary. 
Good morning Mr. Orenstein, gentlemen. 

MR. ORENSTEIN: Good morning sir. 

THE CHAIRMAN: I would be grateful if you 
would introduce your colleagues to us, First of all, 


let me introduce the Commission to you. The names are 
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all before us. You can see who they are. We have 

read this submission with interest. There is no need 
to read it again. We will have questions to put to you 
but before we do, if there is anything you would like 
to say we would be glad to hear it. 

MR. ORENSTEIN: Thank you sir. May I 
introduce my Committee, the members of the Fxecutive. 
The Children's Apparel Manufacturers! Association is, 
as the name would lead one to believe, an Agsociation 
of the manufacturers from Quebec City to Winnipeg and 
consists of 115 manufacturers engaged in the manufacture 
of children's clothing from twelve months old to what 
is commonly called size 14X, or, if you like, I would 
Say up to first year university. 

The members of the Fxecutive with me today 
are as follows, starting on my extreme right: Harold 
Rosenberg. Gerald Newton, commonly known as Gerry. 
Peter Covit and the Executive Director Bernard Rogers. 

We would like to say that we are indeed 
humbly grateful for the opportunity of being here this 
morning. We are wellaware that some of the points, 
if not all that we have raised in our brief have already 
been presented at one time or another before the 
Commission, 

We are also well-aware of the fact that the 
Commission has gone to the trouble and time to study 
our brief. Our industry would like to think that it 
is unique and that there is good cause to give that 
particular industry some relief. Taxes are somcvhing 


that always the other man should pay and the best 
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Government that we could possibly ever have in any 
country is one where the taxes will be decreased and the 
benefits to the individual citizen will be increased. 
That we are fully aware of, but we do think, subject, 

of course, to correction by this Commission that we 

are in somewhat ofan unique position. 

My members would like to say that it is 
not somewhat ofanimnique position. They would like me to 
say that it isan unique position but of course that we 
will leave to oe good choice of this Commission. We do 
say this, and I hope without fear of contradiction and 
that is that when it comes to clothing for children 
there is a point at issue which I do not believe has 
been given serious consideration until now because we 
did not have the advantage of a Royal Commission to look 
into the matter until the present time. 

We are presently in a state of flux where 
the Government wisely and justly has done all possible 
to make a higher education available to as many of its 
citizens as humanly possible and in this field, of course, 
Canada ranks second to none. I have over the weekend 
had an opportunity to attend to some legal matters in 
the United States, to be exact in Boston, and comparing 
the benefits which are given by our Government and 
our legislature to its citizens I would say that we 
are indeed in a unique position in Canada to the extent 
where we can honestly start saying today that without 
exception the Government makes it possible for every 
capable student to obtain an education at college level 


put, at the same time, we do believe that there is hard- 
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ship imposed on the parents insofar as children's clothing 
is concerned. 

As your Commission knows, in the Province 
of Quebec there is no sales tax imposed by the Municipal 
and Provincial Government on children's clothing, the 
reason for it being that there is y greater need for 
children, for growing children than there is for adults 
and where a father and mother may limit themselves to 
the bare necessities, insofar as they are personally 
concerned, the same cannot avail with respect to children, 
because children outgrow their clothing; are more 
active, tear their clothing. 

In the case of little girls attending school, 
or I should say teenagers attending school, there is 
a tendency to be a little more style conscious, all of 
which necessarily costs the parents more but we say that 
is not the only point at issue. We say that in the normal 
course of events there are larger families among the 
labour class than there is among what we commonly call 
the white-collar workers or, if you like, the executive 
type with the net result that there is a greater percentag 
of this tax paid by the people, by the segment of 
population of our citizens who can least afford to pay 
it, than those who are more capable of paying it and 
if memory serves me right, I think the average size of 
your family is 2.3 children. I have often wondered how 
you divide a child into .3, but the fact remains that 
whereas the average family is 2.3 children, in fact 
amongst the so-called labour class, farmer class and 


manual worker, the percentage is once again I believe 
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my memory is correct, 4.1 so it necessarily follows the 
percentage is brought down by the more affluent 
section of society. 

We, therefore, feel that in view of the 
economic situation and because the Government sees fit 
to give the parents every opportunity to give their 
children higher education, and because the burden is 
much greater upon the mother and father least capable 
of doing so, we believe that there has been an inequality 
practised, although not voluntarily and not with any 
intention of so doing. It just happened to work out 
that way. 

I would like, if possible, to take three 
points and group them together and these are points which 
I know sagenieea brought up before the Commission. I 
am not going to belabour them, please believe me, and 
that is pyramiding of the sales tax. I don't have to 
elaborate. on that. We all know that what starts out to 
be an eleven per cent tax, eight and three, But for 
purposes of the seebra of course it becomes eleven 
per cent, in fact ends up by being if not double, shall 
we say, very substantially increased beyond the eleven 
per cent. 

We say that this does not tell the whole 
picture because of the additional financing. We in the 
needle trade -- I say "we in one needle trade" -- although 
I am a lawyer, I have been so many years associated 
with the needletrade in my Leent duties as counsel, that 
I venture to say I know more about it than the average 


lawyer, probably. We in the needle trade have to grant 
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terms farpayment but with very few exceptions we are the 
middle-size manufacturer, the type of manufacturer who 
can start business for himself. 

We have no large corporations in the needle 
trade, as far as children's clothing is concerned. In 
point of fact, it is usually an employee who starts off 
by being a chopper, a cutter, accumulates a little bit 
of knowledge, goes into this particular type of needle 
trade and through all his endeavours, sacrifices, and 
what-have-you, eventually is able to progress to some 
little extent but as capital is strictly limited, it 
is never a question of going up and floating a bond 
issue. 

I doubt very much if anybody on the Commission 
would be interested in buying shares in Peter's Tiny 
Town Togs, se Irving Posluns Limited. It has never 
reached the stock exchange. I don't think it ever will, 
with all due respect to my clients, so necessarily it 
means you take your hat in your hand and go to the 
bank and say look, I have got to pay my bills. I have 
got to pay my sales tax and I haven't got the money. 

I have to pay my sales tax the following month or else. 
Meanwhile the fellow I sold to, the season turned 

out to be very warm and he didn't move his stock, with 
the end result where I sold him on 30 days, 60 days, 

I will be lucky to get paid in four months. Meanwhile, 
I have these bills to meet with the Government during 
that period of time, so necessarily fave to pay the 
interest. We necessarily have to have just a little 


more clerical work to keep financing this problem. 
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The third point, and this we feel to be even 
more inequitable, is the fact that our losses are serious. 
You see, if we are a small industry, individually speak- 
ing, together we constitute an important segment of 
industry but individually we are not a large corporation 
and I do not want to belabour this point. I have already 
mentioned it once. We sell to people who, os many cases, 
are even smaller than ourselves. It is true we sell 
to the chain stores. It is true we sell to departmental 
stores, but we also sell to the little fellow who has 
got his store in a little side street and caters to the 
neighbouring trade, and unfortunately for us, bankruptcie 
occur only too often in our industry. 

Now I won't have to bring to the attention 
of your Commission that this is not one of the causes 
for which you can reclaim taxes that you pay to the 
Government. I just have to refer you to Section 46, 
which undoubtedly you know better than I do. Now we 
pay these taxes, but in every bankruptcy we are not 
only held to suffer a loss for merchandise we sold, we 

also sustain the loss of the eleven per cent which we 
have paid to the Government. 

Now just an interesting item on paragraph 5, 
which I am not going to belabour because I believe 
varagraph 5 is self-apparent in the brief, and that 
is the competitive prices which we sustain by loss of tourist 
.\trade salec. T don't know how many people of this 
Commission come from Montreal or the vicinity, but it 
has become common practice, for example, in a metropolis 


such as Montreal, particularly during the summer months 
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to have the family go across to Plattsburg, to go across 
to Burlington and St. Albans for the weekend. You have 
your little car, be it second-hand or a new one, but 

you somehow or other take the kids and go across to those 
centres for a weekend to stay there 48 hours and you 

are allowed $25, at the present time, every four months 
for yourself, your husband and the children that can 


still sign their name when they get over to the customs 


Time and time again the mother in going 
across loads up on children's stuff because there is 
no sales tax. It is cheaper. My good friend Mr. Newton 
of Posluns just mentioned the fact within very recént 
times he sold to a chain in the States called Corvette, 
and naturally Corvette -- I am talking about an Anerican 
chain, Corvette was exempt from tax so Corvette's in 
Detroit was selling his merchandise ten per cent cheaper 
than was being sold by other of his customers in 
Windsor. Is that correct? 

MR. NEWTON: Yes. 

MR. ORENSTEIN: If the woman wants to take 
the trouble to visit eae relatives across the border, 
all she had to do was cross over the border and she 
could come back, if she was so fortunate to have four 
children, she could come back with $125 of merchandise. 
That is $12.50 saving. Once again I don't want to 
hold up the flag, but Japanese imports, I am sure that 
by this time you have had your fill of Japanese imports 
and Hong Kong imports and in recent time, of course, 


we also have this new quota from Red Japan which is 
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certainly not going to help us very much. 

I gave the figures on page 4 of the brief 
in which you see a serious, a very serious, as far as 
we are concerned, competition of our own product because 
when you speak of children a hundred and twenty-five 
dozen, considering that the population of Canada is 
strictly limited, I think you realize tmt in fact 
this a hundred a twenty-five dozen must be multiplied 
by twelve to get the items and it is absolutely astro- 
nomical insofar as competition to chilren's clothing 
is concerned. 

I know, too, that one of the thoughts thrown 
out by the Commission and brought to the Commission 
is whether there might not be a happy medium, and that 
is that the tax be cadllected at the selling level, in 
which case there would cease to be a pyramiding. There 
would cease to be responsibility, financial responsibility 
on the part of the manufacturer. The retailer would colleat 
it in cash or where we have to extend credit ~~ the 
Government would be protected in its coléction because 
it would be a preferred claimant in the case of 
bankruptcy and it would still have its recourse before 
the court,Where a man has fraudulently deprived the 
Government of his just dues, he could be brought before 
the Court of Sessions and prosecuted and, by and large, 
where such is the case, payment is made but we also 
believe it would serve a two-fold purpose, and that is 
that the eleven per cent could be decreased rapidly becaus 
where the price may start off at $1 per item, with the 


added taxation, and what-have-you, anjadded profit, it end 
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up costing much more, 


We respectfully submit that it would result 
ingreater purchasing power by the consumer and that this 
fact is not unknown to the Government and this has given 
me a great deal of pride and satisfaction that our 
Government has in the past recognized the fact that 
reduced taxation has resulted in greater revenue. 

Our worthy neighbour, President Kennedy, 
thinks he has come up with something unique: lower the 
income tax level. I believe he must have read the 
Canadian Statutes where the Canadian Government has 
foreseen this and in point of fact as you lady and 
gentlemen well know, as a typical example: where a 
corporation would pay 22 per cent on the first $25,000, 
the Canadian Government has increased that to $35,000 
and to the best of my knowledge and belief has not 
lost any revenue thereby so we say that if your 
Commission in its wisdom feels that we are not completely 
entitled to the relief we pray for, and which we honestly 
and justly believe we are entitled to, we at least 
feel that whatever great sacrifice on the part of our 
Government that we believe that even add an 
inreased revenue to our Government, there should be 
a happy medium to the extent it is by collection at the 
source of sale. 

Thank you. 

THE CHAIRMAN: Thank you Mr. Orenstein 
very much indeed. So that you suggest a retail tax 
as an alternative? 


MR. ORENSTEIN: Yes. 
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THE CHAIRMAN: If there was no elimination 
Of tax? 


MR, ORENSTEIN: Yes Mr. Chairman. 
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THE CHAIRMAN: Now, right at the beginning 
of your submission you make the point that children's 
clothing are considered necessities of life. Itisa 
very difficult matter indeed. There ae so many articles 
we are told come in this classification and, of course, 
it is true in many, many cases, and it is true in 
certain quantities, and not in other quantities. I think 
my grandchild has got a lot of clothes which were 
not necessities of life whatsoever and I wonder where 
it begins and where it ends. I don't know. It would 
seem to me that one approach to this thing which is 
perhaps a more logical approach thanthe exemption of 
the whole class of goods is by some means of remitting 
the sales tax up to a certain volume with children's 
clothing per child. That doesn't sound very practical 
but we have the children's allowance in Canada and it may |be 
with an adjustment of the children's allowance that 
we could remove the sales tax in a way which would be 
a much fairer way and then it Vaca ae of a.given 
amount of clothing for each child rather than just an 
unending amount which may turn out to be almost a 
Luxury. 

Would you care to comment on that particular 
thought? 

MR, ORENSTEIN: The thought never came to 
me, but we are faced with this problem, Mr. Chairman, 
according to my way of thinking, that would be somewhat 
discrimatory from this point of view,it would go to 
all segments of society at the same time, the affluent 


and the less affluent and it would necessarily mean that 
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it might be a luxury to one and not sufficient for anothe 

A typical case in point is fe old-age 
pension. Gentleman, I had a visit from a multi-millionai 
from Quebec who came in for me to fill in his old-age 
pension form, He said I finally reached 70 and I am 
going to get back some of the money I have been paying 
all these years. Now, I quite agree, Mr. Chairman, the 
additional $2 or $3 per month or whatever the Government 
in its wisdom may see fit to pay may be of no benefit 
whatsoever to the people who have sufficient money and 
with the smallest families and may not be sufficient 
for the fathers and mothers with the larger families 
whose earning capacities are not quite that high. 

It would be practically impossible, Mr, 
Chairman, practically impossible to establish how much 
is spent on children's clothing on an annual basis. 
It would depend on the rapidity of growth. It would 
depend on the activity of the child. Some children 
go through shoes much more rapidly than others. They 
are more active. It would depend on the activity and 
attendance at some schools. To put it on a even basis, 
in my respectful submission, might not quite meet 
the picture, Mr. Chairman, 

THE CHAIRMAN: Thank you, Mr. Orenstein. 
I didn't expect it wauld completely fit the picture. 
I suggest it might come closer than what yousuggest. 
If ‘you have any further thoughts on that subject you 
might let us know. We would be glad to have them, 

MR. ORENSTEIN: Thank you, sir. 


THE CHAIRMAN: Anything on point one? 
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COMMISSIONER WALIS: First of all you mentioneld 
that there is no Provincial sales tax in Quebec. Is it 
not a fact there is no Provincial sales tax on children's 
inthine in any province that has sales tax at’ the 
present time? 

MR, ORENSTEIN: I believe so. Yes sir, that 
Teeunue;, 

THE CHAIRMAN: Don't bother to stand unless 
you wish to do so. 

MR. ORENSTEIN: When I was preparing this 
brief I wasn't aware of that fact. I didn't want to 
put anything into the brief I wasn't absolutely sure of. 
if I erred, 1 erred because I wash't sure. 

COMMISSIONER WALLS: The next question I 
would like to put to you, you talk about excluding 
chiren's clothing by size up to size 14. Is it not 
a fact there are many adult women, varticular:y who 
wear a size 12 and 14 clothing and that therefore size 
wouldn't be a justifying factor as to whether it was 
children's clothing? 

MR. ORENSTEIN: Would you permit me to have 
two members of our Committee answer that question? 

COMMISSIONER WALLS: Certainly. 

MR. ORENSTEIN: Mr. Covit would you like 
to say something? 

MR. COVIT: Regarding what you just asked 
the type of styling and the type of pattern and the 
cutting that is done for children up to size 14 is not 
the same type of garment that you would get for a woman 


who has a bustline at that size level. 
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COMMISSIONER WALLS:: But you stated earlier, 
or your counsel stated earlier that size 14 covered girls 
who went to university. 

MR, ORENSTEIN: Up to university level. 

COMMISSIONER WALLS: Surely that type of 
clothing would be suitable for adults in their 20's. 

I know having raised a family ae in fact, true. 
It seems to be one of your difficulties is attempting 
to give an exemption purely based on size. I don't 
know how else you could do it. 

MR. COVIT: If we could familiarize you 
with the types of pattern and styling we use for children 
up to age 14 they wouldn't be the same at all for any 
young adolescent to try and fit into any of these 
garments. 

COMMISSIONER WALLS: The Chairman mentioned 
the parents receive some daleviation by way of the 
family allowance. You also, of course, realize there 
is albvyiation in the exemption from the income tax 
for children. Why would you consider that sales tax 
should be taken off children's clothes any more than 
for old-age pensioners or chronicly ill people or 
crippled people. If you are going to make that available 
for children isn't there equal justification for granting 
something for the people in these other classifications 
that have difficulty in financing? 

MR. ORENSTEIN: Our friend here would like 
to say something. 

MR. NEWTON: Mr. Walls, you mentioned the 


old-age pensioner and indigents and so on and so forth: : 
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and unfortunately -- I shouldn't say unfortunately, 
fortunately there are far more children in Canada than 
there are old-age pensioners. We are here talking on 
behalf of the children of Canada. You mentioned earlier 
the fact that you allow the family allowance which would 
aleviate the matter. It doesn't go far enough. If the 
Provinces, both Quebec and Ontario -- Quebec sitting 

on this side, and Ontario sitting on that side -- I don't 
know whether the Quebec are separatists or what they 
are,in any event the Provincial Governments have seen 
fit to exclude children's wear from the sales tax 
collected and we believe oie good reason. Whether 
children's clothing are a necessity or not they have 

Zoe bel clothed, 

It is true sometimes you buy extra garments 
that you really don't need, which is really not a neces- 
sity, but by and large children's clothing are an absolute 
necessity. I like to feel that our industry is comparable 
to that of the food industry. Children cannot go out 
without garments, without clothing just as you camnot 
live without eating. The fact that you have this tax 
that is pyrambded to such an extent that the consumer 
is paying far more for the garment than the garment 
is actually worth.-- that is one level. On the other 
level Mr. Orenstein mentioned our “firm had an experience 
in the last ten days in Detroit as compared to Windsor 
of a firm that we exporttointhe United States. This 
is a very serious matter because our customers in 
Windsor are all up in arms, why they can sell it cheaper 


than we can. It is very difficult to explain to them 
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there is any sales tax involved and other features of 
exporting and so on. They just -- although we have 
suggested an alternative our primary concern is complete 
abolishment of sales tax for children's wear in Canada. 

THE CHAIRMAN: You argument wuld apply 
equally well to adults!: wear, wouldn't it? 

MR. NEWION: How do you figure that? 

THE CHAIRMAN: Because you speak about 
necessity. Surely I’ cannot go without my clothes or I 
would get arrested. 

MR, ORENSTEIN: I might say this, Mr. Walls. 
I have been mulling over Mr. Walls' words and the more 
I think the better I like his suggestion. I perhaps 
didn't think of going far enough! in that respect. You 
have given me food for thought, a good deal of food 
for thought. May I point out this, Mr. Chairman, it is 
true we are also in the same situation except for one 
thing, Mr. Chairman, and that is -- I don't know as to 
what the people on this Commission do, but I doknow that 
I can make a suit last a devil of a lot longer than 
I can make my little Sirl of nine wear her dresses or 
shoes and if need be, Mr. Chairman, I can do without, 
but I don't think I would like my child to do without 
if I felt that my child had outgrown her dress or outgrown 
her shoes that I should deprive her of them. 

To you and I a suit consists of two pieces, 
a pair of pants and a jacket whether five years otd 
or three years old or just newly bought, that isn't 
going to make much difference but to a child it does. 


THE CHAIRMAN: Very moving indeed. 
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COMMISSIONER WALLS: I want to bring out 

we are not arguing with you, but we want to see it. 

Here we are faced with a tax everybody seems to think 

is a tax that should be continued to some extent and 

yet we get people saying it should be applied to everybod 
except us. We have had the old-age pensioners who 

quite rightly say it should be taken ohenarick because we 
Spend more on drugs than anybody else. If we take it 

off children's clothes surely these other people who 

have difficulty in clothing themselves, people I mentioned, 
some of the poorer old-age pensioners, people who are 
crippled, people chroniciy ill and many others have 

just as much right in the matter of necessity - 

to ask that they receive exemption, and perhaps it is 
outside of taxation that should take care of the hardship 
cases because you will admit that many of the children -- 
while you want to make this exenption apply to children 
the parents of all children are not having hardship 

in clothing their children. It is only some of them. 
Isn't that right? 

MR. ORENSTEIN: I would say, sir, without 
fear of contradiction it is more the rural district and 
the labouring class or, if you like, the blue-collar 
worker in the city that would be so. In my introduction 
I did say that the most desirable situation would be 
the elimination of it, but as an alternative to go to 
the retail level collection because we feel it would 
first of all decrease the tax. They would no longer 
pay eleven per cent because the same sort of revenue 


would be dérived and secondly there would be increasec 
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purchasing power’ which we believe will give the Government 
-- we are fully aware of the fact, lady and gentlemen, 
that no Government can function on words or on fhe 
presentations or impassioned pleass you can't maintain 
an army and police force and what-have-you, we are 
fully aware of that. We are citizens but we do believe 
that it could be imposed on a more equitable basis than 
at present. It is ouropinion and it doesn't mean that 
the Commission has to believe it, we are fully aware -- 
we believe the Commission is set up, and from what I 
have read of the Mesieabe tia before the Commission, 
it would appear very clearly that the Commission is 
trying to devolve a method to eliminate «inequalities, 
injusticés and that is why, I presume, we are given so 
much time and patience from the Commission this morning. 
COMMISSIONER WALLS: That is all I have on 
this question. 
THE CHAIRMAN: On the first or on the 
second? 
COMMISSIONER BEAUVAIS: When you make mention 
in the United States there is no sales tax isn't it a 
fact that, I know in New York State they have a sales 
tax there. 
THE CHAIRMAN: On children's clothes? 
COMMISSIONER BEAUVAIS: They don't state 
that. They say here the United States has no sales tax. 
MR, ORENSTEIN: I am talking of EEN as 
sales tax. I talk to Federal sales tax. 
( MMISSIONER BEAUVAIS: When you say in 


Detroit Corvette is selling at a lesser price than in 
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Canada, surely that is not only on account of sales tax 
because Corvette I think is a discount house so cae 
fact must be part of the difference between the Canadian 
price in some instances and the American price? 

MR. ORENSTEIN: I have put it to you, 
Mr. Beauvais, it seems rather a coincidence there is 
ten per cent difference between the price in Windsor 
and Detroit on this given item and that the sales tax 
in Canada is eleven per cent. It is, to say the least 
a strange coincidence. There may be other factors, 
Mr. Beauvais. It may be because it is a self-service 
store and they have so many chains, it is also possible 
they have a higher level of profit than the merchant 
of Windsor and will sell Canadian ten per cent higher 
because they start of saving eleven per cent. 

COMMISSIONER MILNE: Mr. Orenstein, I 
wonder if I might ask something on the first part of 
your brief where you say it'is recognized there are many 
more items of children's wear purchased by parents 
than purchased for parents. I wonder if you could give 
us any information about that statement. We have 
information that suggests that possibly seven per cent 
of income is spent on clothing by families with low 
income and my question really relates to seeking infor- 
mation as to whether or not you know what portion of 
the seven per cent is spent on children's clothing? 

MR. ORENSTEIN: If you mean, Mrs. Milne, 
am I in a position to give you a breakdown of the 
seven per cent percentage-wise I am afraid I am not. 


I do believe that I can say without fear of contradiction 
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that for every dress which a mother buys for herself she 
will buy a much higher percentage of dresses for her 
teanage daughter or sub-teen daughter. I will say -- 
and I can't submit figures, once again I will reiterate 


that fact, but for every pair of trousers which an 
adult buys for himself he will buy considerably more' 
pairs of trousers for his growing son. 
As a lawyer I suppose I should be in a position 
to prove my facts, but there is also such a thing as 
what is public knowledge. I see it is Mrs. Milne, 
I therefore take it that each one of us has had expertence 


with growing families. 
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COMMISSIONER MILNE: I must say I agree 
entirely with your thought about the mother of teenage 
children, and younger but I was really wondering whether 
or not your organization had been able to supply us 
with anything that would support the statement. 

MR, ORENSTEIN: I may be able to give you 
that information at a subsequent date. At the moment 
I cannot. I would like to, please believe me. 

COMMISSIONER MILNE: It was in respect to 
the visit of a family from one city to a city fairty 
close, across our American border, Canadian border,and 
I was thinking in terms of a mother and father and the 
four children and Detroit-Windsor is a little shorter 
distance but in some of -— other points that you mentioned, 
and I think in Winnipeg possibly the closest place there 
would be Grand Forks, 160 miles away. Now is it possible 
to go that distance for 48 hours, six people and not 
cost more than $16.50? 

MR. ORENSTEIN: I was hoping I had made this 
clear at thebeginning, that we were talking of centres 
such as Montreal which are very close to Burlington, to 
St. Albans where many people go across during the 
summer for weekends, because there are no beaches at 
Montreal and they cross there for beaches. 

As a matter of fact, a good number of Montrealers 
rent summer resorts across the border. To get away from 
the City, take the young kids, rent a cabin there for 
two weeks or three weeks and spend their time there. 
Often duing the weekend they will cross over. That is 


what I was referring to. I wasn't referring, as a general 
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practice, from St. John to Vancouver. That would not be 
true Mrs. Milne. I just say it is more prevalent in 
some districts than others, 

COMMISSIONER BEAUVAIS: Are you sure there 
is no State sales tax in New York or along the border? 

MR, ORENSTEIN: Well Burlington is in 
Vermont. In Vermont there was rone because I passed 
through Vermont just this weekend sir. I was in Boston, 
as you know and there was none in Vermont. None in 
Massachusetts. In New York City I am told there is. 

MR, COVIT: In New York City there is but 
out of the City of New York they do not collect any 
City sales tax whatsoever. 

COMMISSIONER BEAUVAIS: Nor state tax? 

MR. COVIT: No. Just in New York City sir. 

COMMISSIONER PERRY: Just one point of 
fact that I wonderéd” about. Paragraph 3 on the second 
page you refer to family allowance and in the last two 
or three sentences you say: 

" . . . and recall the amount of 

"assistance plus more on the other hand 

"by way of taxation." 

Does this mean to say you think that the 
sales tax on children's clothing per child per month is 
more than -- what is the maximum family allowance? 
$8, $9 a month? 

MR, ORENSTEIN: May I say this, Mr. Perry: 
I do not believe it was the economy of the family allow- 
Dace to provide for differences on taxes on clothing. 


I believe the purpose of the family allowance was to 
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enable the children to stay in school for a longer 

period of time. At léast, that is what we were told in 
the Province of Quebec, so as to raise the level of 
education and to have less fall-outs at schol than 

what we have had in the Province of Quebec in the past, 
and the truth of the matter is, of course, that there have 
been less fall-outs, I am not saying this is directly 
attributable to the family allowance. I do say it 

has helped. 

As you know, I have a son who is in the 
first year McGill at the present time and is continuing, 
although he is 17, they are continuing to pay us the 
family allowance until he reaches the age of 18. All 
he had to do is get the form signed by the Dean of his 
faculty. 

COMMISSIONER PERRY: I was not talking of 
the social policy though Mr. Orenstein. I was just 
questioning your argument in which you seem to imply that 
the sales tax on children's clothing each month is more 
than the amount of the family allowance received for 
that child. It seems to me to be quite a striking 
statement. 

MR. ORENSTEIN: Directly I would say no. 

COMMISSIONER PERRY: No. This would be a 
very heavy wolume of purchase. 

MR. ORENSTEIN: It would be unintentional 
because if a parent is receiving, let us say, $6 per 
child, be $72 a year, it would necessarilymean that there 
would have to be purchased for that child pretty close 


to $1,000 so the answer is no. I just put it today, not 
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what is in here, that it was not the economics of the 
family allowance inthe first place, 

COMMISSIONER PERRY: Thank you. 

MR. ROSENBERG: As far as the arithmetic 
goes, I think Mr. Orenstein may be just a little wrong 
inthe fact that we feel that in the children's wear 
actually that with the mark-up on the taxes, that the 
taxescactually amount to I would say a minimum of 20 
per cent with the result that if someone is purchasing 
$6 -- getting an allowance on the child of $6 a month, 
that it would really amount to about $40 a month. 

THE CHAIRMAN: That is a very good place 
to revert to your numbered paragraph 2, I think. We 
are very much interested in the matter of pyramiding 
and the mark-up on taxes. Now if there is pyramiding, 
and many people have come before us of course to 
explain that there is pyramiding in their industry, 
it means that the merchants are making more money because 
of the tax than there would be if there was not any 
tax and the way you put it to us here it would be 
very substantial, which causes me to wonder if the 
level was changed, as suggested by you as an alternative, 
whether many of your merchants would disappear? Whether : 
they would become insolvent because there would be 
a verysubstantial amount of profit which would be 
denied to them. 

MR, ORENSTEIN: Mr. Chairman, I don't think 
so for two reasons. First of all: I believe that there 
would be increased purchasing power. I believe it was 


Mrs. Milne who mentioned the fact seven per cent of the 
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income is being used for clothing, 

I believe that the purchasing power -- as you know, 
with wry few exceptions we all budget ourselves -- I 

be lieve there would be more money to buy additional 
clothing. As you point out, Mr. Chairman,the additional 
clothing would be surplus, granted, but on the wees 
hand I believe the money not spent on clothing would 

be siphoned off to other industries, such as household 
goods, 

THE CHAIRMAN: Mr. Orenstein, if that money 
was going to emerge as additional purchasing power which 
I rather expect you would agree it would be, a-portion, 
whatever it is, of the seven per cent would come back 
into children's clothing, I suppose. You have to go 
avery short distance to offset the loss of the profit 
on. sales tax surely? 

MR, ORENSTEIN: I don't think it was the 
purpose of the legislature in the first place to grant 
an additional profit to the merchant. mr believe that 
became an extra bonus that was given tothe merchant. 

THE CHAIRMAN: I am not actually making 
any plea for the merchant, but what I am merely challengi 
is the statement made that there is pyramiding. While 
I can see the mathematics of it, very simple to understand, 
there are not only mark-ups, but at certain times there 
are mark-downs. The profit: that comes out is the 
result of both moving up and down and I just wondered 
if there were no such taxes, whether the mark-ups would 
be a little less and the mark-downs would be a little 


less and the end result would not be very different than 
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it is now. In fact, are not the forces of competition 
ruling out pyramiding, for the most part? I ask you 
that question. I don't know. 

MR. ORENSTEIN: It would seem tome, Mr. 
Chairman, that the competition would eliminate the 
possible increased mark-up and I cannot help but feel 
that once again, referring to the average blue-collar 
worker, manual worker, farmer and farming population, 

I am talking now, of course, of the rural population that 
it' would enable a greater purchasing power even in 
clothing. 

You know, Mr. Chairman, I mentioned the ~ 
fact that this has proved to be a bonus to the merchant. 
It reminds me of this lad who came into this lawyer's 
office all bandaged up, walking on two crutches and 
this lawyer said "Oh my goodness, what happened to you? 
You are so seriously injured. This is iterrible, but 
in any event it has already happened. Let's see if we 
can make a few dollars on it." I believe this is the 
position of the merchant. ‘Well the sales tax is already 
on. We may as well perhaps capitalize on it but I 
do not’ believe that in our competitive system the 
average merchant will be able to get away With: 105. Mr. 
Chairman. I think once it becomes public knowledge 
it has either; been collected at source of sale, the 
consumer --- 

THE CHAIRMAN: You are missing my point. 

MR. ORENSTEIN: JI am sorry. 

THE CHAIRMAN: I doubt very much there is 


any pyramiding right now, right now as things exist. 
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I can understand the mathematics. I suggest to you that 
there are other forces operating against pyramiding 
right now which probably serve to rub this out. The 
merchants are competing one against the other. In that 
competition their profits are the result of competitive 
forces rather than any mathematical figuring as you 
Suggest here, 

MR. ORENSTEIN: Except this, sir, that it 
would appear to me that where a merchant has been ready 
to pay that amount, he adds his profit on top of that. 

I think my clients here would probably he in favour of 
the position. 

MR. ROSENBERG: I think it is only a natural 
instinct, a natural business « acumen, you might say 
on the part of the retailer who has the problem of 
making his own business function as profitably as he 
possibly can and rightly so, because when he gets in 
cértain merchandise and sees an invoice, quite often 
he will have to pay for this merchandise before he sells 
it with the result that he may have to borrow money from 
the bank or in certain other ways raise the money to 
pay his own bills whiah include the tax, and I think 
it is only natural for him to make money on what he 
would call his laid-down cost, that includes the freight 
and certain other expenses that he does have in getting 
the merchandise into his shop. 

COMMISSIONER PERRY: I think this has 
proven the Chairman's point. I think you are assuming 
that he has implied something really sinister. Let's 


put it in its purely economic terms: there must be a 
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level of profit which must be earned at each point in 
the distribution in order to keep people in business and 
that level of profit may appear mathematically to be 
emerging partly as profit on the tax but if you take 

the tax away and reduce the total margin of profit, it 
may have to come from somewhere else in order to keep 
people in that business. Therefore, you may think this 
is really pyramiding of your tax but what might happen 
when it is off, you might have to take a higher mark-up 
simply to keep alive. 

MR, ROSENBERG: In that instance, if you had 
items at lower cost than they are now, you do have more 
spending power in the Canadian public, where they can 
spend more money and as the Chairman mentioned that there 
is competition to sell things for less. Whenever an 
item is sold. at a lower cost woe is a great deal more 
interest in the item itself and could reasonably create 
more interest because of people having money to spend 
on something else. 

THE CHAIRMAN: I was not challenging Mr. 
Orenstein on this but I will now. I do not see where 
the purchasing power is going to come from. It can 
only come from two sources. One is less taxes; not 
proposing that, and the other is less profits to the 
merchant. Well that I very much doubt because Mr. 

Perry has just said if they do not get it one way, they 
will get it another way in order to stay in business. 
Therefore, if that is the case there is going to be 


no more purchasing power. 


MR. ORENSTEIN: That, of course, comes 
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down to the question of mathematics. I put it that if 
the average family will save 50 or 75 or 100 dollars 
per year, that that extra money will be spent. 

THE CHAIRMAN: Where is the saving going to 
come from? From the merchant's profits? 

MR. ORENSTEIN: No, on the tax itself which 
has been pyramiding. 

COMMISSIONER PERRY: I think Mr. Orenstein 
is getting into the idea that the volume may increase and 
therefore the merchant's profit may be maintained. 

MR. ORENSTEIN: That-is correct. That is 
my thought in the matter. 

THE CHAIRMAN: Yes, but Mr. Orenstein ‘has 
stated there is going to be additional purchasing power. 
Where is that going to come from? Going to come from 
less taxes or less profits. No where else to come from, 
I don't think. 

MR. ORENSTEIN: It's going to come from less 
taxes in the long run because the taxes will be savéd. 
E:put it to you as follows sir: instead of buying four 
items there is enough money for five items, the overall 
profit will remain the same. The Government will not 
be deprived of any source of revenue, in my humble opinion). 

THE CHAIRMAN: I see your point, Thank you 
ery much. 

COMMISSIONER GRANT: Did I understand you 
to say, Mr. Orenstein, in your opening remarks that you 
would transfer the present Federal sales tax to the 


retail level? 


THE CHAIRMAN: Yes. That is his alternative. 
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MR, ORENSTEIN: As a compromise, yes sir. 

COMMISSIONER GRANT: In that event, would 
you not favour a uniform Federal Statute as well as 
a uniform Provincial Statute? Both Acts would be as 
uniform as you could make them, Provincial-Federal Acts. 

MR. ORENSTEIN: We would be in favour of 
that. 

COMMISSIONER GRANT: You would think that 
that would be a necessity in order to have a smooth 
working arrangement wouldn't you in between Federal 
and Provincial, that the Acts would have to be uniform, 
I am only trying to develop an argument for you here, 
and it is this: 

MR. ORENSTEIN: I can use some help Mr. Grant. 

COMMISSIONER GRANT: Mr. Walls has pointed 
out that at the present time the Provincial Act dkce pts 
children's wearing apparel. Therefore, if you put your 
Federal sales tax ahead to the retail level would you 
not adopt the same, or advocate the same exception to 
apply in the Federal Act as in the Provincial Act? 

MR. ORENSTEIN: That would be nice. 

COMMISSIONER GRANT: Therefore, isn't one 
of your arguments it should: be put forward to the retail 
-- if the Federal sales tax is put ahead to the retail 
level thatthe Federal Act should be in conformity, as 
nearly as possible, to the Provincial Act and, therefore, 
your children's apparel, if it is under the exemption 


undér the Provincial Act, would be exempt under the 


Federal Act? 


MR. ORENSTEIN: It would be nice Mr. Grant. 
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We would like it. 

THE CHAIRMAN: That is a very good argument. 

MR. ORENSTEIN: Thank you sir. If you move 
it, I will second it. 

COMMISSIONER WALLS: I was going to suggest 
he might better move down beside you there. 

MR. ORENSTEIN: We can get another chair 
an here, 

COMMISSIONER GRANT: I can assure you sir 
that I am not in any position to move. 

MR. ORENSTEIN: Just a hope. 

COMMISSIONER WALLS: I have a great deal of 
sympathy with your request fal gece 3, that is where the 
manufacturers paid the sales tax, and then the firm 
that he sdits to goes bankrupt and he is out the sales 
tax. Of course, the two cases you quote is where it is 
a eeuaea per cent loss, the dasé chal yer prowe of 
pase Be but supposing, as happens many times, there is 
a return of 10 cents on the dollar, who gets the 10 cents? 
The manufacturer or the sales tax? That ten cents 
could be the Government's ten cents that is paid back. 

MR, ORENSTEIN: If we get back ten cents, 
who does it go to? 

MR. COVIT: Nine cents which we leave completely 
to the Government because they have already collected 
their eleven per cent sales tax and if we get back ten 
cents on:the dollar, one of that is the Government's money 
only actually get back nine cents, still out ten per cent 


of the eleven per cent that weactually paid to the 


Government. 
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COMMISSIONER WALLS: Yes, but you want the 
Government, if the man goes bankrupt, to refund to you 
the sales tax that you have paid out. Thereforeiif you 
get back a portion of that, has the Government not the 
right to say that they do not pay anything back to you 
because you have got back the portion that was equal to 


tne Loss tax? 
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MR. ORENSTEIN: We wouldn't object to it on 

a pro-rated basis, but, Mr. Walls, I want you to appreciat 
one thing, I speak only of the needle trade, please 
believe me. Whenthehappy stage is reached that we can 

get ten cents we feel there is a very happy bankruptcy. 
COMMISSIONER WALLS: Thank you. Well now, 


we get over to this business of ¢¢ 


MCL inion che tween 
yourself and Japan. The first thing that strikes me 

is this: You are showing an adverse position that you 
are. in in comparison with the imports from Japan which 
have been placed on a so-called voluntary trade quota. 
If we put into effect an exemption on clothing, on 
children's clothing, you couldn't make it that it wouTc 
only apply to domestic clothing. It: would have to apply 
to all children's clothing so you would becin’ justvascan->’ 
position in comparison with Japan as you are today. in 


Hee You wouldn't gain anything at 


comparicon wi ci Uae 


Fa a 

MR. ORENSTEIN: Is it your contention, 
Mr. Walls, if such an exemption is made to us it would 
necessarily be given to Japan and Red China although 
there is a marked difference in price: at the present 
time, that they too would get the same benefit? 

COMMISSIONER WALLS: I couldn't see 
administratively how you could be selective. 

THE CHAIRMAN: Apart from being an administrat 
ion point if the purpose of it is to relieve the 
cost of maintaining children . 

COMMISSIONER WALLS: That is right. 


THE CHAIRMAN: Surely it must apply to one 
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ore the other, “This isn't tariff, It is tax. 

MR. ORENSTEIN: yee, TIvdidn'tothink@ or. it 
from that point of view. There is a great deal of 
justice in what you say, undoubtedly. .I was hoping, - 
I was just hoping that perhaps it could be white for 
us and biack for others in view of the differential which 
aireadylexistscxandc! in view of the fact although one 
might say it is voluntary restriction of imports once 
again we are faced with another seven million dollars 
based on Japanese price which certainly are not going 
to help our industry at all. 

COMMISSIONER WALLS: Getting to this 
Japanese price you quote, you Gaveiherge,you.say cotton 
Stacks that land in Canada for $1 before sales tax 
is ae Canadian manufacturers couldn't produce 
the same article for less than $1.50. Now, this is 
landed in Canada for $1. I presume that you mean that 
the duty is already paid when you say landed in Canada. 

MR. ORENSTEIN: Yes, I took it for granted. 

COMMISSIONER WALLS: You realize, of course, 
that the tariff on Japanese cotton goods coming in 
1se¢25 per cent and if: it containerfive per centeor 
synthetics it is 27-1/2 per cent and if it is knitted, 
even knitted cotton it is 35 per cent, That would then 

, from Japan 
make the cost of the product brotighft bauszt down about 
70 cents. Do you mean to say that you are so far out 
in competing with Japan that yourprice necessary to 
and the 
produce the same quality product,/same sized product 
is over ttwicewhat it could be produced for in Japan? 


MR, ORENSTEIN: I think Mr. Covit will give 


misy Cabdeere? tlh edt te woke AL wrstlito ‘10% state bas 


a damit a 


cx we ska a a atom an 
le taeb Serag ees 0th a rsa Ya rar 

gniged apie tu “wrbetduebay ee sae at 
wee etice of Bises ¢2 sqsticeg jada wangedt 


one Waueddin $set eat 30 wely dade’ 
sone eeeoqnt 1d cotsetegke¢ ptetaproy st $f yaa sigtm F 
ezeftet oc lithe roves tecdicaa dvle D368? ot8- on fhepe | ‘ 
anitg ton- ene YA teTTa0 Aotdw ool seonsqel, he ‘beuet 


tte dn erteubet we qlanl ot 


ataich <LTAW HAMOLESIMMOD 
joMéts es 19h ob Oa Ak § sion voy Sotag seanaget | 
“et ss segted th vo? asbenkd af biel gad? eeloeke 
asfhese t'nbises ststetoe Tima Gasbana\iebn Mahia 6! 


noid anol sot oloisie Smee) oat 
te say shinaesq T° Je ot sBaned nt bobast 
oes at betiral veo woe abdw bitaqg chestle.et yrubh- oe 
Niece. ? i} aeOos y ; 2sY¥ MINT RRS « AM <s 
Lo’ ona? | pRaTAV amMOTSe TiN. 
+) oftimen nhoey aogdoo easnagel no Titus? ody: todd 


neo +3q t antednes TP WE bane’ tage roq CS st Fe 
e? sf UP Sas Sree Yoo SYUL-TS sk 92 sotvadinys 


bf maw ocdT 4499 Thq GE of SF néd3oo Belt ind, aeve 
ister mene? caso Jowbe sq Sid lo dso: sc? slam 

“kt Ge oRs"uey ted? Gea oF nese UoOyY Oo .AInSS oy 
yiesssten aber sett negqet de ant teqmoo: bet, 
Jopie14 bute sene\, faunene ettisnp omas art SouRoe 


‘asqal al oR desebery sf plas 32 napa ~— ak’ 


avin LitW steot) Aa AAAS euestatanne it 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 4527 


you full figures on that. 

MR. COVIT: We have a case in point, sir, 
where we went up to see the Minister with a garment 
that was being sold here for $1.98. It was produced 
in Japan at $10 and this was a two-piece garment, 
flannelette. shirt, cordaroy jean with pinta Lining. 

We estimated the cost of that garment in Japan which 
ran about $9.80 a dozen. When we added up the cost 

of material here, justcthe cost of the material alone 
it was in excess of $14 before any cutting, sewing, 
selling expenses, any overhead or anything at all. 

Any garment that is being produced in Japan can be 
bought at less than half the price of what is being 
sold right here. You must remember that the sales tax 
is applied before duty is put on to the cost of the 
garment. 

COMMISSIONER WALLS: I beg your pardon, 
no. The sales tax is applied after duty is added to 
the garment. 

MRePCcOovit: Sorry: 

MR. ORENSTEIN: We went up one time when 
there was a move by one of the Committees in Quebec, 
we went to see the Minister of Labour at Quabec. Mr. 
Covit here seems to have forgotten. He gave me a 
shinee boy's shirt packagédcwith a little tie- 

It was being sold locally for $7.75 a dozen. The 
purchase price in Quebec was only $12.50. As a matter 
of fact I took it out of the wrapping. I put a little 
piece of paper inside the shirt to indicate it was 


Japanese and I showed it and asked Mr. Hamel 
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which was the better-made out of the two garments and 
he picked the Japanese, Itwas only after I pulled ovt 
the piece of paper.--that was the case. Mr. Walls, 
if the thought comes to mind actually there is that 
discrimination -- let us then take it that the increased 
price is not as radical as indicated by Mr. Coviti.: 
The fact remained that the eleven per cent would 
be added to the landed price in Canada of the Japanese 
market, If thereisany differential between Japanese 
and Canadian the eleven per cent would be added to our 
increased cost there. I put it to you even if there 
is a difference of ten per cent and certainly it is 
much more radical than that we pay eleven per cent 
on $1.10 and they pay eleven per cent on $1.00. They 
are still saving. 

COMMISSIONER WALLS: That is fine, but the 
case you have quoted, as I have it down, £8ievér 100 

higher. 

per cent, / T have even taken into consideration trans- 
portation. You say landed in for $1. With a tariff 
range of anywhere from 25 to 35 per cent it seems to 
me as if the product produced in Canada is over twice 
as high. It seems to me that there should be two 
alternatives to a case like that, either it is entitled 
to dumping duty because they are selling it in this 
country at less than the prevailing price in the country 
of origin in which case dumping duty would be added 
and sales tax added to dumping duty plus fair market 
value, or, perhaps it is a line we shouldn't be 


manufacturing if our price is so much out of line with 


countries whttt whaomawé wantrbdetrade. 
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MR. ORENSTEIN: We have an unfortunate 
position, Mr. Walls of having a higher cost of labour, 
which is rightly so in Canada, not only for the finished 
product but for raw material as well without a shadow 
of doubt it affects the price at which we can sell it 
here. For example to quote on store, Kresges will 
advertise right here in Ottawa Japanese merchandise in 
the window at a considerably lower price -- that is' 

a flannelette shirt, perhaps a two-piece dress -- not 
dress, a top girl's wear and it is at considerably less 
than the Canadian market can produce it for. 

You say perhaps it should stop producing 
it. It is rather difficult to tell an industry which 
only partly -- we have here 150 manufacturers to go 
out of business. It would necessarily mean an economic 
hardship. If the average manufacturer of children's 
wear employes 75 employees, and that would be a fair 
average, particularly in female that cannot be‘ absorbed 
in heavy industry, that would be a hardship. 

THE CHAIRMAN: You heard more fron Mr. Walls 
than I did. I heard him say give up the line, not 
go out of business. 

MR. ORENSTEIN: Give up the line -~ in the 
children's field is where they are most active, Mr. 
Chairman. As you see according to the figures wool © 
and cotton shirts which is primarily a children's item, 
children's right here, black and white, perhaps one 
hundred and twenty-five thousand dozen. These are 


items we manufacture. 


COMMISSIONER WALLS: What I was getting at, 
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you started in by quoting these figures as an example 
of how sales tax would correct it. In other words you 
were working under the impression that sales tax could 
be taken off of the domestic product and not taken off 
imported products. Even supposing that was done, where 
yourave a one hundred per cent difference of price, what 
difference is eleven per cent going to make as to whether 
you can compete with Japan or not? 

MR, ORENSTEIN: There are some people -- 
we have been promoting "buy Canadian" for some time. 
We have T.V., radio, "buy Canadian" so Canadians can 
be employed. You may think that these are discriminatory 
measures and discriminatory advertising -- we don't 
believe so, sir. There is a segment of the population 
that would prefer to buy Canadian. The Canadian 
merchant that buys a Canadian product if it doesn't 
stand up he has a legitimate complaint, to go back 
to the manufacturer and say I bought it from you, you 
make it good. 

Eaton's has a policy, money refunded if not 
satisfactory. He wouldn't have the same penefit with 
a Japanese house. We hope to be able to equal, both 
by calling on patriotism which we feel’ justified to do, and 
at the same time giving a higher degree of service to 
begin with locally. Many of these Japanese imports 
only have certain periods of the year. You have to 
order in advante or hope:to get it at later date whereas 
here we work up stock. We will keep the factory going. 
He he needs the stuff he will get it whereas he can't 


fromthe Japanese market. We hope through efficient 
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Services to make up for the different price, at least 
to some extent. 

THE CHAIRMAN: I think we all agree with you 
on that. 

COMMISSIONER WALLS: ves, 

. THE CHAIRMAN: We certainly wish to see 
Canadiangemployed. The only question is how much added 
cost can we impose on the children, because that is 
what you are saying here, in order to keep Canadians 
employed. Certainly one cannot go all out in one 
direction or the other direction. 

MR. ORENSTEIN: No, certainly not. 

COMMISSIONER MILNE: I have just one 
question on this particular point. I am not too certain - 
Mr. Covit spoke about the comparison of the materials, 
cost of thematerials which hadn't at this point been 
made into clothing and contrasted that with the imported 
Japanese garment and in the case of the Japanese garment, 
the garment was less in price than the material would 
be here. I am oes certain whether sales tax applies, 
I may be wrong in thinking it doesn't apply to material, 
but it applies later on, but that isn't reaily the point. 
What I wanted to find out was in contrasting this 
garment that came to Canada from Japan and our own 
Canadian product is there any material difference in 
the materials themselves or the cut, the fit -- are all 
these things equal? 

MR, COVIT: You must remember one thing, 
Mrs. Milne, that there they have dJabour cost of 20 cents 


an hour and it starts from the time they start waving that 
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cotton and we also found out that the Government subsidize 
all their exports ai that is an accumulation of two 

or three things. You have labour cost of 20 cents 

when they are making the cotton. They have labour at 

20 cents an hour when sewing up the garment plus the 
Subsidies returned from the Government on all exports, 

and for that reason that garment comes in here landed 

at about half the Canadian cost. 

COMMISSIONER MILNE: Yes, Mr. Covit, I 
neaiize sthis. 

MR. COVIT: You mean the fabric itself? 

COMMISSIONER MILNE: I was thinking of the 
garment itself. 

MR. COVIT: The fabric and make is the 
same as ours because the local importers are taking over 
the syling and pattern from here and they pass them 
on to the manufacturer in Japan and they use the same 
pattern we use here in Canada. 

MR. ORENSTEIN: I might point out something 
which is rather amusing. I also,besides this Associdion, 
represent the manufacturers of pants, commonly called 
odd pants. 

THE CHAIRMAN: What kind of pants? 

MR. ORENSTEIN: Odd pants. It was rather 
embarrassing. I was operated on some years ago and 
the Association sent me flowers and the nurse that brought 
them was a French-speaking nurse and the nurse spoke 
and added the "h". It was very embarrassing. 

The Japanese sent in boys' gab -- gab being 


the abbreviation for gaberdine. I hadn't been in the 
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trade for very long and one of the boys told me, look 
atthe finish, the finish of the trouser is the inside, 
you see. A ready-made garment has a certain finish and 
a certain number of stitches per inch. Gentlemen, 

when I examined the inside of these trousers, the 
finish, they had more stitches per inch than we had 
onthe Canadian pants and the finish was a much cleaner 
finish, the edge had been trimmed whereas the cheap 
grade of gab in Canada, particularly inithe Province of 
Quebec which is the seat of that industry was much 
more ragged. Their product was cleaner, 

COMMISSIONER WALLS: Just one thing, because 
you mention the Japanese exporte#f subsidy, do you: have 
any information on the announcement ae March Ist 
of 1964 they are going to discontinue that export 
subsidy? 

MR. COVIT: This statement was made. When 
we made representations to the Minister here. they 
made inguirdesiin Japan and they couldn't find out whether 
that subsidy was paid or not. Then we found, whereas 
there is a world market price on corduroy of 42 cents 
for what they call high and a low off season which runs 
at 39-1/2 cents, and we found out this corduroy was 
sold to a manufacturer -- you must be familiar by the 
way you talk, that all oftthese orders are passed through 
the Government to certain specific manufacturers for 
export. We found that corduroy which had a world 
market price at 39-1/2 cents low and 42 cents highc 
was soldto these manufacturers at 23 cents. They 


didn't do anything. They didn't apply any dumping duty 
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whatsoever. This is just one instance and apparently 
it holds also for a lot of other garments that are 
being subsidized that way. 

MR. ORENSTEIN: Gentlemen, in university, 
the late Professor Rogers,the subsequent Minister of 
War in Canada said it is a gentlemen's agreement and 
when: fhey call it a gentlemen's agreement one ceases 
to be a gentleman. 

THE CHAIRMAN: Anything else? Those are 
all our questions, Mr. Orenstein. Thank you very 
much indeed for your: appearance today and your assist- 
ance in this job. 

MR. ORENSTEIN: Thank you for your patience. 

THE CHAIRMAN: We will break for ten 


minutes, 
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---FOLLOWING THE SHORT RECESS: 


THE CHAIRMAN: All right Mr. Secretary. 

THE SECRETARY: Mr, Chairman, the second 
brief submitted this morning is being presented by the 
Tax Executive Institute. I have two briefs here which 
I wish to enter into the record, giving it one single 
number, the supplementary ohe which) I willeattackh to the 
original. Mr. . McLaughlin, who is Chairman of the 
Canadian Committee will speak first to the brief and 
he will introduce his colleagues who are here before 
you, 

I would like:to enter this into the record 


as Exhibit 239. 


-~--EXHIBIT NO, 239: Submission of the 
Tax Executive, Institute. 


SUBMISSION OF 
THE TAX EXECUTIVE INSTITUTE 
Appearances: Mr. J. Cousineau Mr.0D, De Boss 
Mr. Angus MacNaughton Mr. W.T,. Watson 
Mr. Sydney Ewens Mr. W.A. Greenman 


Mr. Charles [McLaughlin Mr. B.A, Diekman 


THE CHAIRMAN: Thank you Mr. Secretary. 
Good morning gentlemen, Mr. Karner is not here I gather. 
Mr. iMcLaughlin is the Chairman, I think, am I correct? 
MR, .McLAUGHLIN: Mr. Kerner's term of 


office expired late last summer and I am his successor. 
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THE CHAIRMAN: Thank you very much indeed. 
Mr. . McLaughlin. We have read with much interest your 
Submission and we will have a number of questions to put 
to you. Before doing so, would you care to introduce 
your associates and also tell us a little more about the 
Tax Executive Institute. You have already described 
it, to some extent, in your brief here but there may be 
a2 few things you wish to say which are not here. We 
would be glad to hear anything you care to put before 
us by way of amplification or summary or otherwise of 
your submission. 

MR. ..McLAUGHLIN: Thank you Mr. Chairman. 
On my immediate right, Mr. S. Ewens, Assistant Comptroller 
of Taxation, Imperial O11, Toronto and Vice-Chairman 
of the Canadian Committee of T,E.I. On my immediate 
left, Mr. D. Donald Ross, Associate Treasurer of the 
Royal Trust Company, Montreal and Secretary of the 
Canadian Committee, T.E.I. Mr. Jean Cousineau at the 
extreme right, Tax Manager of Dominion Rubber Company 
in Montreal and a member of the Canadian Committee of 
T.E.I, Mr, B.A. Diekman at the extreme left, Treasurer 
of Pitney-Bowes of Canada Limited, Toronto, and a 
member of the(Ganadian Committee, T.E.I. Mr. W.A. 
Greenman, Tax and Insurance Manager, Shell Oil Company 
of Canada Limited, Toronto, and member of the Canadian 
Committee of T.E.I1. 

I might perhaps ask my colleagwes to stand 
so they can be identified. Maybe that would be helpful. 
Mr. Angus A. MacNaughton, Treasurer of Sogemines Limited, 


Montreal and President of the Montreal Chapter of the 
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T.E.I. and Mr. W.T. Watson, Assistant Treasurer, Proctor 
and G&mble Company of Canada Limited, Toronto and President 
of the Toronto Chapter of T.E,I, 

Mr. Chairman, I would like first of all to 
thank, you on behalf of the Canadian membership of the 
Tax Executive I,stitute for your kind invitation to appea 
before you today. We fully realize the importance of yo 
work and extend our best wishes for the success of your 
Inquiry. 

I would like cto outline briefly the 
objectives and purposes of our Institute. 

T.E.I. is a non-profit organization which 
provides corporate tax executives with: a medium for the 
mutual exchange of information concerning tax problems, 
tax interpretation and tax administration. Membership 
in the Institute is restricted to pene one responsible 
for administering the tax affairs of a corporation on 
an executive or management level. Total membership in the 
United States and Canada approximates 1,500 with more 
than 100 members in Canada. 

One of the principal purposes of T.E.I. is to 
encourage an appreciation of the significance of taxes 
as a cost of operation and of the need to improve and 
simplify the problems of tax administration. In line 
with our objectives and purposes, we do not attempt to 
influence substantive tax législation. While most of 
our members are involved as individuals in broader 
issues of taxation, T.E.I. is limited in its activities 
to the field of tax administrations» As a result, our 


submission to your Commission has been confined to certai 
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practical problems confronting those responsible for 
tax compliance in the administration of their businesses. 

Mr. Chairman, we are now at your disposal. 

THE CHAIRMAN: Thank you indeed. Your 
Organization is only recently organized in Canada. I 
think it was formerly a part of a Northc American 
organization? 

MR, ‘i McLAUGHLIN: ves. Our organization 
was founded in 1944 in New York and it has been 
established around 1956 in Canada. We have now three 
chapters in Canada with a membership of approximately 50 
in Montreal saa 50 in Toronto. 

THE CHAIRMAN: And you have no professional 
staff. Such work as this must be done by yourselves. 

Is that correct? 

MR. taMicLAUGHLIN: We have no secretarial 
help whatsoever. We have no office facilites, no 
research facilities. We have a subcommittee on Canadian 
taxes, the auaterdian of which was Mr. Sydney Ewens, who 
is also Vice-Chairman of the Canadian Committee so this 
work is the work of the Canadian Committee without any 
professional or — office assistance. 

THE CHAIRMAN: I congratulate you. 

COMMISSIONER WALLS: May I augment that 
question by asking: ' your parent body in-the United 
States, do they maintain research facilities? 

MR. .McLAUGHLIN: They do not maintain 
research facilities as such, although they have a 
fairly extensive secretarial office serving Sad 


membership as a whole but they do not conduct research, 
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as such other than a certain limited amount in tax 
administration. They hold tax management seminars. 
They hold annual conferences where you have technical 
sessions, et cetera, but I don't think we can say we 
conduct peneanehtn taxes. 

COMMISSIONER PERRY: You have quite a good 
periodical or publication. At least the Americans 
do. 

MR. i-Me LAUGHLIN: The Tax Executive. 

THE CHALRMAN: Mr. MacLaughlin in your 
remarks you spoke of your concern with taxes as a cost 
of operation. I think those were the words, or pretty 
close to them. Pathe the matter of corporation income 
tax, we have discussed from time to time what the effect 
of an increase or reduction in corporation taxes would 
be on selling prices of the Canadian exports and it has 
left me somewhat curious as to what management's view 
may be of the our tts of an article, or the profits 
which are to be made under a competitive bid or contract. 

Does management, in such matters, usually 
have regard to income tax as a cost or is the profit 
computed without regard to income tax? 

MR. ,) McLAUGHLIN: I would like to state, 
first of all, that the answer we will be giving to your 
questions here are likely to be, perhaps, personal 
answers of the members. We have not collectively conducte 
any research, so I might give you perhaps and answer 
which would be my own one, and if any of my colleagues 
want to say anything which might not be fully in line 


with my thoughts, it is quite ail right. 
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THE CCHAIRMAN: That is very kind of you, 
because I realize what I am asking is not specifically 
laid down here. 

MR, A MCLAUGHLIN: It goes a bit beyond our 
scope. 

THE CHAIRMAN: You are,perhaps, the best 
organization for me to put this question to in the 
country. 

MR, i-McLAUGHLIN: Well my experience, Mr. 
Chairman, my peeureeat experience is that we certainly 
take tax into account. It has been my experience that 
if we decide: to establish a new plant, the first thing 
that we will think of is the yield after taxes. Now 
it seems to me that to the extent that we will decide 
whether: the profitability of a project is justified 
by a yield after taxes; to that extent at least unconscious - 
ly we are taking the tax into account. Now that is 
not very deep, Mr. Chairman. 

THE CHAIRMAN: I would think there would not 
be much doubt of that, when you are considering a new 
plant. Considering the sale of goods, as to what the 
profits might be in the sale of goods, I would assume 
that you would take taxes into account, from what you 
have said, or not? 

MR, iMcLAUGHLIN: Yes. We would, although 
I am inclined to believe that we may have been inclined 
to give to taxes an influence perhaps which is exaggerated 
in management. I know for a fact that in my firm we 
have been circularized by a number of organizations who 
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question that recurs very often is to what extent 
is the fundamental position of management influenced 
by taxes. 

Now I make a distinction as between decision- 
taking and decision-implementing, if I can use that 
expression. It seems to me that in taking a fundamental 
business decision taxes have not got the influence that 
they are reputed to have, but once a fundamental business 
decision has been taken, taxes have indeed a very : 
considerable decision in implementing, considerably 
important in implementing the decision. 

Now if I may, Mr. Chairman, I would like 
to illustrate that by one example: if we negotiate the 
purchase of a business, the only factor that will enter 
into account in taking the decision as to whether this 
pusiness is a good business to buy or not, are business 
factors. Taxes do aoe enter into the picture. Now havin 
decided that this is a good thing to buy, that business, 
then the implementation of that decision will be entirely 
guided -- perhaps this is exaggerated, but largely guided 
by tax considerations. Shall we buy the assets or shall 
we buy the shares? If we nitty tte assets how shall we 
go about it to justify a maximum capital cost basis? 

If we decide to buy the shares, what are we going to 
do to solve the problem of designated surplus undistribute 
income we inherited from the vendor? 

This is a general statement based on my 
own limited personal experience and I certainly would 
make a distinction, and a very firm distinction between 


decision-making and implementation of the decision after 
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the decision has been taken, 

Now I would like to call on any of my 
colleagues to see if they have anything they might care 
to say. 

THE CHAIRMAN: I can think of a few instances 
which might be exceptions to your general proposition. 

Of course, that does not spoil the general proposition 

at all. I have seen transactions conducted where I think 
one of the most important motives towards the conclusion 
of the transaction, not implementation, was a certain 

tax situation which was highly advantageous but, as 

I say, that does not spoil your proposition. 

MR. .McLAUGHLIN: Mr. Chairman, I might 
have given the impression that perhaps I was too definite 
in my statement. What I mean is that generally speaking, 
fundamental business decisions, at least in my own 
limited experience, are not too influenced by taxes. 

Lt is the implementation of business decisions. 

I have witnessed myself a fundamental business 
decision that was taken in the light of tax factors. 
In my own limited experience it is the exception and 
not the rule but I woudd say that the rule is that the 
implementation of the decision is influenced by tax 
consideration, 

THE CHAIRMAN: That is very helpful. 

COMMISSIONER BEAUVAIS: I would like to 
ask a question sir. When you decide if it is a good 
business transaction, to buy another Seasmeee: surely 
one of the main factors is the net return of capital 


invested and the net return is figured after taxes so 
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1} in such a case the tax indication is very important. 

2 MR. .McLAUGHLIN: Well this is a fine 

3] distinction, Mr. Beauvais. There is no doubt that the 

4| deciding factor is profitability, but again taxes are 

5] taken into account there because naturally the profit- 

6| ability will be shared with the Government but this being 
7| the case, on the yield you can get from any business 

8| transaction, I doubt that this is a fundamental factor. 

9 My point is this: I think that you will 

10| swing the deal, most likely, for reasons that have nothin 
11] to do with taxes. The deal is good or it is not good 
i2and if it isa good deal, you are going to swing it and 

13|| after having made the decision, then you are faced with 
14| very serious problems indeed in the tax field and we are 
15| going to do our utmost to minimize the tax consequences 
16|| of the decision that we have taken. 

17 COMMISSIONER GRANT: You are talking entirely 
18|| on the basis that you have decided, to use your particula 
19] sample, that you have decided to buy the business because 
20| it is a good business and because it has a potential, 

21|| and for other reasons. Then you take into consideration 
22 the tax factor but you are still going to go ahead with 
23|| the purchase of the business regardless of the tax 

24|| factors. Am I right in saying that? 

25 MR. .McLAUGHLIN: I would say so sir, yes. 

26|| I would say that the fundamental decision as to whether 
27|| we are going A swing the deal is not seriously affected 
28 || by tax consideration. 

29 THE CHAIRMAN: Hadn't you better qualify 


30|| that, in your reply, to the effect this is a general 
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proposition and there are quite a few things which will 
vary the general proposition? 

MR. +McLAUGHLIN: Definitely. I do not 
pretend to give a statement of general application. 

COMMISSIONER GRANT: I think you could run 
into cases where the purchaser looks upon it in one 
way but the vendor looks upon it in another way. Usually 
it's to the advantage of the vendor to sell shares, 
whereas usually it's to the advantage of the purchaser 
to purchase assets and deals have fallen through on that 
basis because they cannot get together and not because 
of the tax problems? 

MR, .McLAUGHLIN: I would think, Mr. Grant, 
that you have to take into account perhaps the size of 
the parties involved. Now if a large corporation wants 
to buy a medium-sized or small business, I would say 
that the tax fouatderstdews are likely to play a much 
smaller role than they would in the case of a medium- 
sized corporation because of the fact, in the case of 
a large corporation, the tax problems are problems that 
you can defer, very often, indefinitely, without any 
or serious inconvenience. 

I will give you an example: if we buy a 
business through shares, and we are stuck with the 
designated surplus, in. the case of a large corporation 
I believe that this is not a serious inconvenience because 
you are the master of the ihuasten whether you pay 
taxes on the designated surplus or not. All you have 
to do is not distribute and for the large corporation 


this is no problem. You can keep a subsidiary corporatio 
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inactive at little cost indefinitely. Now that might not 
be the situation in the case of a purchaser of a much 
smaller, medium-siged or small business so I think you 
have got to take these factors into consideration and 
that is why I do not want definitely to pretend, and 

that was not my intention and I want to insist on that, 
to make the statement of general application. 

I am connected with a large corporation and 
perhaps my thinking is coloured by that. Certainly in 
my own limited experience, I feel that fundamental 
decision-making eC not affected by tax considerations 
as much as we have been told, very often. 

COMMISSIONER WALLS: I wonder if I can 
get something clarified here, because I am not with you 
and I must bow to your knowledge, but it would seem 
to me that I can understand your reasoning if you are 
speaking about a branch or a subsidiary where the tax 
problem would not be a paramount one. Surely, in the 
case of a new business you are going to judge it on the 
basis of the profit after taxes and if you do it on 
the basis of profit after taxes, then you must consider 


taxes. 
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COMMISSIONER WALLS: Am I right or wrong? 

MR. ..McLAUGHLIN: You are right but the 
distinction I made there is this, Inasmuch as profit 
from any business is subject to taxes of 50 per cent, 
let us say for convenience sake a flat 50 per cent you 
are taxed on everything you do in any business trans- 
action, to that extent I claim that it does not 
affect the fundamental decision because any profitability 
Study will be based on yield after taxes and the remaining 
factor -- my point is you don't swirma deal, big 
business deal based on tax considerations, but after 
you have made the deal then you give a lot of attention 
to tax consideration. Again I may have been coloured¢cin 
this statement by the fact I am connected with a 
large Corporation and certainly we probaly take a 
different view of things than the small business does. 

THE CHAIRMAN: I don't think that would follow. 
The economies when you go off to acquire something is 
pretty much the same as other people going to acquire 
something. You do it to achieve profit and taxes are 
one of the cobts, that is perfectly true. There ane 
an awful lot of other eats that concern future profits. 
To operate from a profit and loss acount, that is one 
of the things that has been exaggerated. 

COMMISSIONER PERRY : I can follow the point 
Mr, | McLaughlin is making in terms of the corporate size 
because the president, vice-president, general manager 
are not primarily tax conscious. They are thinking in 
different terms, getting in new lines, expanding in 


new products, new territories. They make their ideas 
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on this base and they then ask their tax advisers how 

this can be done in the most efficient tax way. I wouldn' 
be surprised at all if occasionally they even disregard 
their advice and go ahead anyway. 

MR. -McLAUGHLIN: Definitely, very definitely. 
I know something about that. I know large companies 
take decisions inuthe light of tax advice all around, 
but my experience is again that it could be that the 
best tax advice might not be wéighty enough in the scale 
to swing: the decision in the opposite way. 

COMMISSIONER PERRY: Completely either way 
by some other consideration. 

MR, -McLAUGHLIN: Absolutely. 

COMMISSIONER PERRY: Management feels is 
more important. 

MR, .McLAUGHLIN: I feel that the fundamental 
business decision is taken in the light of economic 
factors. 

THE CHAIRMAN: You take me a little bit away 
from where my line of questioning was going to lead me. 
This isquite interesting. I want to understand this 
fully. Anything further on this point? Where I was 
endeavouring to proceed was to the affect of taxes on 
the market price of goods: if taxes in Canada were 
reduced I can see they would have some similar effect 
throughout the market and one wouldn't necessarily cgain 
as opposed to his competitors. If it were in the 
export:market and taxes were reduced would calculations 
of the sale price in the export market be affected by 


the reduction in taxes? Would the sales department be 
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able to go in and bid with lower prices than they are 
now able to bid at? From your calculations can you say 
yes this would have an affect on our sales price in 
international mart ts? 

MR, .McLAUGHLIN: Mr. Chairman, that is a 
point that might depend a lot on the particular situation. 
My own experience is with the corporation income tax 
that we have to find in relation to sales dt ¢ouldn't 
possibly influence the selling price in the export 
market. 

THE CHAIRMAN: Could or couldn't? 

MR. .McLAUGHLIN: Couldn't influence 
substantially unless it was very drasties..a very drastic 
reduction in terms of far more than I am sure you have 
in mind. A small reduction: in corporate tax I don't 
think could possibly influence significantly the price 
of exports. What have you to say on that? 

MR. EWENS: I think probably what you have 
said generally is true. A significant change in corporate 
income tax might have a bearing. It could do one of 
two things. | 

THE CHAIRMAN: So we know what we are talking 
about let us say five rr points. 

MR, EWENS: All right. 

THE CHAIRMAN: Fifty down to forty-five. 

MR. EWENS: To what extent that might 
influence the marketersinncorporations to change selling 
prices to get into export locations I am not prepared 


to say. 


THE CHAIRMAN: That is what I am reaching for. 
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MR, EWENS: I think it would mve effects 
of this sort, where you have made investments with a 
stated return in mind and foreign competition has influenced 
adversely that return the drop of the income tax rate 
will, perhaps, put the investment back into the dncome 
earning paeitien you had originally anticipated and 
it will make some now uneconomic investments look more 
attractive. Whether it would influence, or whether it 
would be possible to change actual setling prices I 
am not prepared to say. | | 

THE CHAIRMAN: It might make an otherwise 
uneconomic price now an economic price? 

MR. EWENS: Right -- I say a chance in the 
income tax vate would make an aneconomic investment 
more attractive. 

THE CHAIRMAN: I was just asking would such 
a change in tax make an uneconomic selling price 
economic? 

MR. EWENS: It could be, yes. 

MR. MacNAUGHTON: That might be carried one 
step further: a plant that has been built or was being 
built for purposes of selling products solely to the 
export market, the reduction in price might have a great 
deal of bearing as to whether it was built in Canada 
or not and if the tax rate was lower it is quite possible 
it might attract this industry to Canada rather than 
to some country where the tax rate might have a better 

effect. 

THE CHAIRMAN: Could you in your job visualize 


a computation based on a lower tax rate which would be 


in. 
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profitable.andthe Higher tax rate Wouldh™t be profitable lana 
With..c -- would you sit down and work it out? 

MR, MacNAUGHTON: I would say in our 
experience where we have built a plant, we decided to 
build one where one hundred per cent of the products 
would be on the export market in spite of the tax here. 
Certainly reduction in taxwould make the profits in 
this particular circumstance much greater, but the 
partners involved were mostly not Canadian and were 
prepared to accept a lower rate of return than the 
average Canadian investor would accept. I think probably 
that is the reason why the plant is being built by 
foreign investors rather than Canadian investors. 

THE CHAIRMAN: Surely the dividend credit 
would go some distance to equalize the difference between 
the Canadian investment, wouldn't it? 

MR. MacNAUGHTON: To some extent, but it 
is much -- it is a long-term point of view as well as 
a matter of immediate return. Most new plants don't 
provide immediate returns and Canadian investors seem 
to be more reluctant nowadays to build something that 
won't provide relatively quick returns whereas a. 
number of foreign investors take a long-range point of 
view and are prepared to build plants that will produce 
De: returns overalonger term. 

MR. DIEKMAN: I believe I might add something 
to this. I camnot conceive in my operation if there 
was a five per cent reduction that I would sit down with 
a pencil and say I am satisfied with the 50 per. cent 


tax rate there was $1 after taxes and now I am content 
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to go on earning $1 and the five per cent reducttion-might 
give me $1.10 but I am still content with $1 and therefore 
I will reduce my price. I believe in ordinary marketing 
if the market will stand the price that I am asking I 
don't think I am voluntarily going to drop my price. 
Rather I amgping to say hurrah, more for me, for the 
shareholders, 

THE CHAIRMAN: I think I must have stated 
myself incorrectly. I wasn't really suggestirgit would 
be a good idea to voluntarily reduce price. I was 
really asking or seeking to ask whether such a reduction 
would cause you to be more competitive on the internationall 
market? Would you then be able to reduce the prices 
which you are not otherwise able to reduce? 

MR. DIEKMAN: Yes, fhat I think could be done. 
I think that could be done. 

THE CHAIRMAN: Does the fact taxes are 
only collected on profit mean reduction in taxes would, 
in fact, not enable you to reduce price against 
competition? I was seeking to find out whether reduced 
profit tax would make ae more competitive or not? 

MR. .McLAUGHLIN: Here is a point that comes 
to my mind. I believe the Terms of Reference of your 
Commission, that you can't recommend an overall reduction> 
in taxes. If you propose a reduction in the corporation 
income tax, I believe that we have to know what it would 
be replacing in order to find out its errect.. Pel wii 
tell you an example that I have personally gone through. 


One organization circularized by form for the purposes 


of preparing a sce they elaim, to your Commission. They 
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asked us one question: what would be the affect on 
your company's operation if the corporation income tax 
rate were reduced from fifty to forty-five cper cent. 
Of course that was passed down the line from management 
to me. I said, I can't answer that.’So they said, what 
do you mean, you can't answer? I said, because the 
Terms of Reference of the Commission have been that there 
must not be an overalliloss of revenue, you have got to 
balance, These people have got to tell me what they 
propose to substitute for the deduction. They might 
propose something which would be worse for us. 

At that time; that:wes in thepfalllof 196e 
I had no idea that they were going to extend sales tax 
to machinery, equipment and building materials, but 
I had heard possible rumours about it. I told the 
management of my firm, here are the figures, suppose 
there is a reduction in the corporation income tax 
from fifty to forty-five per cent and in order to replace 
the loss of revenue the Government introduca@ia sales 
tax on machinery, equipment and building materials -- 
here are the figures. I demonstrated to them that the 
company would be worse off. 

THE CHAIRMAN: Mr. ..McLaughlin, when you 
put it to us you can only repiy to the questions if you 
know what substitute tax is going to be imposed you 
really close the door to any exploration because in order 
for us to consider what changes must be made we must 
try and see the effects of each of the alternative 
changes that there are. When I put these questions to 


you I am looking at the possibility of one move. I want 
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to find out what you can tell us about the effects of 
that, and having regards to that we could go on to some- 
thing else, ask about another and find what the facts 
on that are. You can't go out in all directions at the 
same time. 
| MR, .McLAUGHLIN: I am sorry, Mr. Chairman, 

I didn't mean you should suggest to me what you have 
in mind. I meant to stress the fact it is pretty hard 
to assess the effects of a tax change without knowing 
what will be the corresponding change. 

COMMISSIONER WALLS: Maybe we should>be 
asking you if the corporation tax is lowered five per 
cent Bye Hotte you recommend it should pe ?offset? 

COMMISSIONER GRANT: Mr. -McLaughlin: you 
have yourself to blame for this discussion by raising 
it in your opening submission, “It isn't contained 
in your brief whatsoever. 

MR, . McLAUGHLIN: I think that the discussion 
so far, Mr. Chairman, has been beyond our scope and I 
was careful to mention that any comments would be personal 
comments from the members and not from the group. 

THE CHAIRMAN: Supposing we move on to 
what is in here. On page 7 you make a comment with 
regard to the complexity of some of the rules of taxes 
and I observe one that has regard to the first $35,000 
of corporate income. You don't come up to a recommendatio 
there. Some peoplevhave suggested to us that there should 
not be two steps in the rate, and in saying this I think 
that they have had regard very largely to the complexity 


and the need for different rules in order to achieve this. 
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They suggested other means of getting at this than two 
rates. Do you have an opinion that it would be better 
to drop the two step corporation tax rate in the interest 
of simplicity? 

MR. -McLAUGHLIN: Mr. Chairman, again this 
is a bit beyond the scope of this group. I must say 
I have a personal opinion on that. 

THE CHAIRMAN: I would like... 

MR. -McLAUGHLIN: I think one of the 
great sources of complexity in the Income Tax Act is 
double taxation on corporate income. It seems to me 
that one possiblity of achieving or reaching a solution 
in that area could be anes in a way which would accomplish 
the desired. ° economic objective and at the same time 
eliminate a great deal of the complexity and it would 
be this: exemption of dividends inthe hands of Canadian 
residents. “You might say this is a bit drastic, but 
it seems to me that the experience in the last budget 
where the Minister of Finance claimed that he wanted to 
encourage Canadians to increase participation in Canadian 
industry and goes about it by hurting foreign investors 
and doing nothing positive to encourage Canadian 
investors -- it seems to me that a:suggestion like that 
would encourage Canadians to buy equity,  *c: discourage 
foreign investors and with one stroke of the pen forget the prov- 
dealing tith distributed income, designated surplus. in 
the corporations asaserisia things. s 

Perhaps there would be policital ob Jections 
but: one way to resolve that would be to have a:.progressiv 
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with the maximum..rate which would be equal to the 
corporation tax rate. In that case, well you could 
answer to the objection that a man receiving say $100,000 
out of dividends, he should pay taxes if his neighbour 
who is a salaried employee earning $5,000 ie pays taxes. 
I believe as an answer to that, he has teres borne 
taxes of 50 per cent through the corporation which is 
the maximum personal tax rate. This is a thought which 
is entirely personal and doesn't commit anybody here. 

MR. ROSS: Personally I would like to add 
my belief there is a good deal or argument for removal 
of taxation on dividends to non-residents. The case 
has been proven very strongly to every Canadian . 

MR. }McLAUGHLIN: You mean Canadian? 

MR. ROSS: To Canadian residents, I am sorry. 

THE CHAIRMAN: We have had this before us 
and there are so many combinations of avoiding double 
taxation in corporate income. I am not sure that this 
is the right time to explore this. It is a long subject 
and we haven't actually made a recommendation on it. 
We would be exploring your own views, which are interesti 
I am not suggesting they are not, but it is a pretty 
difficult matter. I can think of a lot of counter- 
arguments to your proposal. I imagine you can yourself. 
I would be concerned that if we involve ourselves in 
this now we would go on now for quite a long time on the 
subject. I don't think I want to unless your group is 
going with you on it and unless you have actually done 


a fair amount of work on it. 
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this at the present time and there are enumerable 
combinations. 

MR. EWENS: My opinion is these are personal 
views. I would agree x would be a subject that should 
not be opened up tv Fully at the present time. 

THE CHAIRMAN: If any of you care to express 
yourselves on it, but I don't think I am going to ask 
any questions on it and I don't think the Commission will. 

COMMISSIONER PERRY: I notice on page 3 that 
you attach great importance to the existence of complexit 
and uncertainty in tax laws as a reason for tax planning. 
I suppose even under simple statutes there has to be 
quite a bit of tax planning involved. Is it directed 
predominately towards -- does that point arise predominately 
out of the complexity of Tax Statutes -- this may be 
a matter of semantics, as to what tax planning: means. 

I was thinking in earlier discussions where we were getti 
into the ° quiestionof returns after taxes.-- the mathematics 
are very simple. They can't require much staff, actually. 
I just assume as long as rates are high you are going’ to 
have quite a bit of this so-called tax planning; going on. 

Is there any way of weighing the relative 
importance of high rates as against complexities? 

MR. EWENS: I think, Mr. Perry, as you 
Suggest there there would always be tax planning: required. 
I think it is a very complex section of the Act and 


adds a material burden to the amount of tax planning. 
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MR. EWENS: We experience undistributed income 
provisions, for example, on a business acquisition add a 
lot of time to the amount of tax planning that must be 
undertaken. 

THE CHAIRMAN: I think I certainly agree with 
you, they have an awful lot of tax expertise spent on that 
area and also another area referred to here. 

COMMISSIONER WALLS: Before we start on page 
4, I wonder if I can have clarified for myself just what 
you mean by the words "tax nothings". 

THE CHAIRMAN: That is page 4. 

COMMISSIONER WALLS: Before we start discussing 
it I would just like to know the interpretation of 
"tax nothings". 

MR. EWENS: Tax nothings, Mr. Walls, is an 
expenditure that attracts no tax relief at any time. In 
other words, it is an expenditure which does not qualify 
as a current income deduction. It is considered by 
the Revenue authorities to represent capital but not 
depreciable capital so there is never tax relief now or 
iz ithe: future, 

THE CHAIRMAN: What are your nothings in this 
case that you refer to? We have had some instances of 
nothings but usually they relate to particular industries. 

COMMISSIONER PERRY: I had a point before that 
about the meanings of words and I would just like to 
recite to you the experience that I sHared as one who 
redrafted the Income Tax Act, or assisted in redrafting 
tho dp 1 O4fi. LONG: Over and over again the laymen in 
the group suggested that a word be defined and over and 


over again the lawyers say why do you laymen always 
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want to make life complicated? There are lots of 
dictionaries. The basic principle of law is that words 
have their ordinary everyday meaning, unless stated 
otherwise. Now do you want to start setting up 

special dictionary meanings within this statute? if 
you'do, we will be here another hundred years and I am 
wondering to what extent you have considered that point, 
whether it is a sort of a marginal problem where there 
are just a few words which require definition, or whether 
in fact the lawyers are right and that is do you want 

to write a special tax dictionary? Any comments on 
that? 

MR. EWENS: I think probably the meaning of 
words become most important, Mr. Perry, depending upon 
the significance of the tax problem and how expensive 
an issue is at stake. 

If a corporation is looking at an extremely 
large disallowance by the Revenue Department, then I 
think the corporation and its tax advisers and lawyers 
attach more meaning to words than they might otherwise. 

COMMISSIONER PERRY: Well granted that the 
meaning of words has always been an obscure business, even 
for words in common usage, I think there still is the 
point that to the extent you set up special language in 
the Statutes, you are making it more and more difficult 
for the laymen to understand the statutes at all. You 
quite often find that the ordinary, everyday use of it 
4s not what is implied in the Statute at all. It is 
something special and if he has not noticed it is 
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COMMISSIONER WALLS: Don't you have to have a 
definition in any Act if there is a limitation? In other 
words, you can use a term, just pulling something out of 
the air, "farm". In certain acts it is necessary to 
define what is a farm and I think that there is a great 
need for definition in any Act if there is any limitation. 

COMMISSIONER PERRY: Or if there are special 
meanings to be attached to the word. However, I am 
just wondering if there is an opposite point of view 
here than that put forward by the lawyers who, one would 
expect, would want everything under the sun to be 
defined. 

MR. DIEKMAN: Mr. Chairman the taxpayer may 
base his decision on the normally accepted interpretation 
of the word, and then suddenly find himself up against 
a somewhat different interpretation by the Revenue 
Department. That goes the other way again but I think 
Mr. Ewens is quite right when he says that it all depends 
on the significance of the amount involved. 

COMMISSIONER . PERRY: I think what you are 
saying is that the normal interpretation put on a word 
has something to do with your basic purpose. 

MR. DIEKMAN: I think so. I certainly do not 
mean to say the Revenue Department, for its own purposes, 
suddenly decides to give a different connotation to a 
word than its normal meaning. I would like to emphasize 
that the taxpayer is quite easily capable of doing it 
himself, if it is to his advantage to do So. 

THE CHAIRMAN: Would you have a list of 


"nothings"? We would very much like to have it. I 
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don't think I can ask you off the bat to come forward 
with a list, unless you have one but we are gradually 
hearing more about this in various industries coming up 
complaining that certain costs would not be permitted 
to them. These are generally special to their 
particular kind of undertaking. I am wondering if we 
are in fact missing something. If you have had any 
experience in this, we would like to know about it. 

MR. ROSS: I would say, Mr. Chairman, some 
that are common to practically every industry and this 
is the professional fees, legal, architect's fees that 
are laid out in connection with capital, may form a 
capital purchase or investment; architects fees in 
connection with a building that actually is not 
ultimately built, and so on. 

THE CHAIRMAN: That is a start on the list. 
Yes? 

MR. ROSS: Legal fees in connection with any 
intended purchase, whether it materializes or not, capita 
outlay. 

THE CHAIRMAN: Litigation of some kind? 

MR. ROSS: Litigation of any kind. 

MR. McLAUGHLIN: Expenses for selecting a site 
for a new plant. 

COMMISSIONER GRANT: Improvement to land, I 
think. 

MR. McLAUGHLIN: Improvements to land. 

THE CHAIRMAN: If you have any more, drop us 


a line would you? 


MR. McLAUGHLIN: Certainly, we will be glad to 
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do so, Mr. Chairman. 

COMMISSIONER PERRY: I wondered, as I read 
the way in which you put this, why you felt that there 
was a lack of certainty here? It would seem to me 
there is more and more certainty all the time. Lack of 
certainty about having things as you see them, I guess. 

MR. McLAUGHLIN: Lack of certainty on 
deductibles. 

MR. EWENS: More and more nothings, Mr. Perry. 
We are never sure which is going to be the next one. 

THE CHAIRMAN: I have moved to page 5D. On your 
numbered paragraph 1 you say that there should be 
uniformity of tax decisions issued by the various 
district taxation offices. I wouldn't know why. Were 
the offices far apart at the present time? I believe 
they have a uniform book of instructions. I would 
assume that they follow it and that the purpose of the 
book is to keep them close together. Is it your 
experience that they are not? 

MR. MacNAUGHTON: I think the answer to that 
is in certain cases, particularly the areas that do not 
fall into the instructions that have been distributed 
to the various tax departments. Then I think the 
situation is that one may go to two different tax 
departments or subsidiaries and get a different ruling 
on exactly the same subject because there is nothing 
set out in the regulations by the head office. 

THE CHAIRMAN: Well maybe I have seen that 
occur, but I haven't seen it happen very often. I don't 


Know quite what I would propose to cure this. You have 


wini doris ite gio teat itd cu gy oksOn ashe % 
£18. 9 ate: BRIM Hs sored syentadron 1e-see ae | 
So siomd eacte Sat he etabadges, wom Bas onom ab. Sandd 
Kael K wd? 88s. hoe ne oyekds aatyed Suge vintadase 
co gtenseyvas Do Teal, 2MEIRDGAIOM HM! ao Ak | 
-asidisoubel 


erm? “fl ,epcidica orom.dna ecom sCue sam 
pte stkea odd eo ot ante@ et ioktn pti -neved eae 


[L9% fO «2 oxeg of Deyo aved I 1MAMATAHD Sip 


ed blows oveda dart yes woe. dgetaeneg beaainea 
suoinuavy edit yd Hovend anctaboek te? ‘Lo Ytteci ine 
| vied ._¥cw woot d'obivorw .. .2eoLMe gotgexae rolajeale 
. evptied I Yamtd taeewrg aay +e Ste qe. 18 e00LTs> ome 
bigew I ,esobveuttack Yo veodonrpetiag & ved yong 
ais Ju eRogmyq wit tend bes CL wellot yodd 26he enwega 
iweoy 22 Gl naddegod euols god? qeed.od af aoad 
, toon. wa youd, Sond sone.itDgxe 
geo o9 “owend ory Miche & {HOROUA DAN mi 
Sec ob tads seen ett efegipetota¢g genes clesieo al ef 
boderivialt oped eved ten) eneficnisant? edd~ otat fie? 
ad! *ara0 T ase ,BInossinqeds xs2 evobisv ends oF 
<n? Ogee YLio ot OF oR esl ano dedi at oesseusle 
wat lary sir "2h © dep tne seluethtaduve 16 sinemeseget 
ainten al otedt-equsced toetdus omae sid ylsoaxe ac 
fiw Gest efi vd enoiialuge. ont ni suo 390. 
rf3 «en syed t sense ifLow :MANATARD aur 


colle yaeyv deqaad 24 aoon J’ nevad I Sud .tusse 


eves Uol abit sows of eaegetq Blucwm t. geruretiop woum 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 4562 


Suggested 8 committee of National Revenue, Finance and 
Justice. I don't know whether that would cure the 
matter you speak of. It's administrative within the 
Department. I must say I think it is important. If 
they are far out of line, .they should not be far out 
of line. 

MR. MacNAUGHTON: I must confess the ones I 
have seen are of a minor nature; they haven't been too 
important. When they are of a major nature, of course, 
you go immediately to Ottawa and try to get the problem 
solved so I don't know how big a problem it really is. 

MR. EWENS: In our supplementary submission, 
Mr. Chairman, we cite about five examples. 

THE CHAIRMAN: I am sorry, I did not realize 
that. 

MR. EWENS: But we did not canvass our 
membership completely, by any means in establishing 
these few examples for you. 

THE CHAIRMAN: Yes, I see, starting at page 4? 

MR. EWENS;: Yes. 

THE CHAIRMAN: Thank you very much. This 
probably answers my question very satisfactorily. 

COMMISSIONER PERRY: I think the difficulty 
the administration has here is that the only way in 
which it could hear about these divers rulings is from 
the people to whom they have been given and I think the 
most effective way of achieving uniformity would be 
to report cases of this kind. 

I think the administration are anxious to 


achieve uniformity across the country, and are working 
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fairly hard at it all the time themselves, but the 
people who are likely to know most about this are the 
taxpayers themselves quite often. 

MR. MacNAUGHTON: Some of the more difficult 
areas, Mr. Perry, are not ones that involve large 
amounts of money for the corporation, so much as 
frequently for its employees, where you have a benefit 
of some kind, and you advise your corporate employee 
group as a whole that this is the tax treatment that 
has been decided on, and then a couple of employees 
get different tax answers in their respective district 
taxation offices. This could become quite embarrassing, 
particularly if there were rumours spread through an 
employee group. 

COMMISSIONER -PERRY: You are rather disillusion 
ed about this sort of thing when in England you find 
that there is a little committee with Commissioners, 
must be a dozen or two dozen just in the City of 
London, in the area of London itself are giving: all 
sorts of different decisions on appeals. These apply 
to the taxpayers concerned, and you move away another 
half dozen blocks and they: are acting on a different 
basis, and you ask the Inland Revenue if this doesn! t 
upset anyone, and it doesn't appear to. They don't 
seem to be striving for uniformity within even a fairly 
compact area. 

COMMISSIONER BEAUVAIS: The most important 
cases are referred to Ottawa anyway nearly all the time? 


You are just talking about employee cases mostly aren't 


you? 
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Mr. MacNAUGHTON: I think this is the area 
where you have the greatest frequency of cases. 

COMMISSIONER PERRY: There may be a little 
problem here of noblesse oblige in trying to upset 
things for someone else who has had a different and more 
favourable ruling. 

MR. MacNAUGHTON: This is exactly the case. 
I think if the ruling is a good one, you are scared to 
bring up the bad one in case the other one was bad too. 
Just leave it alone. I think this is the situation. 

THE CHAIRMAN: That is point one. I think we 
can all agree it is desirable that maximum uniformity 
be achieved. Point 2 on that page you speak about the 
penalty of full disclosure and you recommend that the 
Department should establish more definite disclosure 
rules so that, as far as possible, all corporations 
will be required to file comparable detailed supporting 
evidence with their tax returns. I would assume that 
this means some additions to the present corporate form 
of tax return. Whether it is written into the form of 
tax schedules, I wouldn't know. It would be something 
in addition, would that not be oorrect? 

MR.EWENS: That was our thought, Mr. Chairman. 

THE CHAIRMAN: Have you carried that to the 
point where you are more specific about it as to what 
additional information should be regularly filed? 

MR. EWENS: Personally no, we have not, to my 


knowledge. I don't think this Association as a group 


has done that Mr. Chairman. 


THE CHAIRMAN: I wasn't aware particularly of 
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this concern before you put it in here. I would have 
assumed where disclosure was not complete, the Department 
would have sought what they needed for assessment 
purposes and, therefore, disclosure would have been as 
good in the one case as in the other. You apparently 
have had some experience in those circumstances where 
there has been a penalty incurred as a result of 
disclosure which would not have arisen otherwise. Is 
that correct? 

MR. EWENS: Penalty Mr. Chairman or, perhaps, 
another point of view also, the uncertainty of not 
knowing what you may be required to Aas detailed 
evidence about. This is becoming more important with 
the introduction of computers into business. If a 
computer program knew in advance what the revenue agents 
were going to ask for details about, you could build 
this kind of result into the computer program. Often, 
it is very difficult when you are depending on computers 
to after the event trace through the tapes and other 
computer results to dig up the information that is 
required. 

THE CHAIRMAN: Perhaps I have my mind focused 
in the wrong area but I am.thinking about the 
reconciliation that usually accompanies corporate tax 
returns as between its reported income and the taxable 
income and the rule goes into considerable detail. I 
daresay that the Department has not laid out 
specifications as to what should be in there but I 
think what you are saying to us is that there should 


be specifications as to how that information should be 
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1 set out and what details should be provided. Am I 

= correct? 

3 MR, EWENS: It would be useful to know in 

4 advance the area of examination, particularly in connectidn 
5 with the use of cumputer equipment. 

6 COMMISSIONER BEAUVAIS: Is it not a fact 

7 that for certain industries this situation exists; for 

8 instance in the newsprint industry they ask specific 


9 statements, besides the reconciliation of the taxable 

10 profit. The companies in the newsprint industry know 

11 in advance what they have to submit to the Government; suah 
12 as detailed statement of fixed assets purchased or sold 


13 during the year. Is that what you have in mind? 


14 

i MR. MacNAUGHTON: Yes. I think that is 

a probably a good point. A smaller corporation I think 
e tends to perhaps list in preg$ty much detail all the 

re particular assets they bought during the course of the 
is year which means the Tax Department can scrutinize each 
a item. Whereas, the larger corporations, have many 

Ph transactions in its return, does not list each indiv- 


idual purchase that is made, so to some extent there 
may be many items that have been buried and not easily 
traced as a result of this lumping of many purchases 
together. Perhaps they are getting a benefit the 


smaller taxpayer is not able to obtain. 


THE CHAIRMAN: You have not tried the 
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Suggestion out on National Revenue, have you? 

MR. MacLAUGHLIN: No, we have never approached 
the Department. 

COMMISSIONER PERRY: They are getting some 


computers so they will probably want uniformity. 
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MR, .McLAUGHLIN: We have to send a computer 
to Ottawa to talk to the computer of the Government. 

THE CHAIRMAN: In item 3, I was wondering 
what evidence you might have, if any, that there are a 
number of peopleescaping the net because the Department 
doesn't make sufficient exertion to bring them to task. 
I don't see a great deal of evidence of people eacaping. 
There are a few cases every now and again where they 
are charged in the Court. There are not very many. I 
hear’? a certain amount of talk about people not paying 
taxes, not very much. What evidence is there to support 
this statement? Is there any? 

MR. .McLAUGHLIN: We have no evidence, 

Mr. Chairman. 

THE CHAIRMAN: When you say it is generally 
believed by the taxpayers that many individuals in busines 
escape the taxtion net -- I think when you say it is 
generally believed by taxpayers, I think I am fairly 
right in saying it is generally believed by yourselves. 
Is that fair enough? 

COMMISSIONER BEAUVAIS: If there was a 
withholding tax on all dividends and registered coupons 
do you think that would cure that to a certain extent? 

MR. :McLAUGHLIN: My suspicion is whem that 
paragraph was drafted that the thing we had in mind was 
this -- we have no evidence of this, but there is a lot 
of loose talk. 

THE CHAIRMAN: A lot of what? 

MR. iMcLAUGHEINs Loose talk going arourd 
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businesses where you have a single owner: or maybe two or 
three owners that-a great deal of personal expenses 

are charged to the business. I am talking about the 
type of thing where a contractor sends a team, group 

of painters to redecorate his house and this is absorbed 
by the business. That kind of thing -- it seems to 

me this is what we had in mind particutarly. 

MR, MacNAUGHTON: One other phase might be 
the disapportionment of the donations that appear in 
Quebec as compared tocher provinces in Canada and that 
sort of thing. 

THE CHAIRMAN: We have heard about that. 

A suggestion was made to me by a gas station attendant 
that a very large proportion of their sales are on 
business credit cards and the people who take delivery 
of théir products are housewives. That I have heard 
said. I suppose that is something. 

MR..Mce*LAUGHLIN: We have no evidmce at all, 
but I think it is largely what we have in mind. There 
is talk largely in the public that a lot of small 
businesses, particularly, are getting away with a lot. 
The salaried employees naturally have to payoone hundred 
cents on the dollar and that may tend to make people 
cynical about taxes. 

COMMISSIONER BEAUVAIS: You don't have in 
mind dividends not reported? 

MR. 1.McLAUGHLIN: I don't think so, at least 
not to my knowledge. 


COMMISSIONER PERRY: They want to exempt 


them from tax anyway. 
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MR. ROSS: There is already a reporting syste 
on dividends. It is already taken care of. 

COMMISSIONER BEAUVAIS: Under $100 I don't 
think that dividends are reported, so there is a loophole 
There, 

COMMISSIONER GRANT: Although many companies 
do report every dividend they pay. 

MR. McLAUGHLIN: Moreso with mechanism 
and automation be@ause it is less costly to report 
everything without excluding portions. 

THE CHAIRMAN: Moving on to the next 
paragraph, By I was struck and underlined the fact that 
"very little equity exists at the present time". It 
seems rather strong, doesn't it? One ofthe canons upon 
which taxation should be based is upon equity. 

"In all cases where there is some lack 

"of clarity in the tax law it is considered 

"that the use of greater equity would be 

"most helpful" -- I have often thought when 
there was a lack of elarity it was caused by greater 
striving for equity in the writing of the law. 

COMMISSIONER PERRY: Isn't this a rather 
narrow legal context of the word? One goes outside 
statute law in order to remove the hardship that it will 
find in the statute. 

MR, MacNAUGHTON: Or vice-versa. 

COMMISSIONER PERRY: Or vice-versa,. yes. 

You are not damning the whole of the tax system as being 
inequitable. 


MR. ._McLAUGHLIN: Definitely not. 
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COMMISSIONER PERRY: What some people refer 
to as discretion you are speaking of as equity here. 

It is the use of non-statutory means of achieving fair 
end. 

THE CHAIRMAN: I think perhaps the meaning 
which I got out of this, and please correct me if I am 
wrong, is that the assessor is put in a position of havin 
to make up his own mind about things, his own interpretation 
of the law in carrying out his assessment and the 
Suggestion is he mould be governed in doing it by equity, 
to put himself in the position of trying to make a fair 
judgment rather than putting himself directly opposed 
to the taxpayer, taking the extreme position from the 
taxpayer. Is that what you have in mind? 

MR. .McLAUGHLIN: Very often the assessors 
are inclined to take a most unrealistic attitude, they 
throw’. the book at you on everything and there are 
occasions where applying a less legalistic attitude 
without damaging the national revenue might be more 
appropriate. 

THE CHAIRMAN: Yes, okay. 

Now, at the bottom of the page in the same 
situation you refer to the extent of discretion in 
administration of Federal sales tax and you suggest it 
would be desirable for those responsible for income 
tax administration tovadopt a similar approach toward 
the use of discretion. I suppose if the law were changed 
to give them more discretion -- the Federal sales tax 
operates very very largely as a matter of discretion. Many 


people thinkit goes much too far in that direction because 
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discounts are largely settled on discretionary basis, 
almost the discretion of setting of the rate of tax. 
Now, would you think that the income tax administration 
would be improved if there were provision for the use 
of discretion, that is more reference to discretion in 
law? 

MR. -McLAUGHLIN: Mr. Chairman, I don't 
think this is what we have in mind. We don't have in 
mind to recommend ministerial discretion in income 
a We feel assessors might take a more common sense 
attitude in interpreting the law rather than always 
taking the extremely legal attitude. 

THE CHAIRMAN: Thank you. Anything else 
on that? Then, paragraph 6 contains an interesting 
Suggestion, the use of a Committee of the three Department 
concerned. I had the idea that within the Government 
these three Departments came together, I am not sure 
whether as a formal Committee, but certainly when laws 
are being drafted I know they come; together and discuss 
proposed laws. Mr. Perry would know far more about 
this than I and might like to discuss it. 

COMMISSIONER WALLS: Could I interrupt: is 
what thyoe. gentlemen are asking, fis" not to meet before 
the budget is drafted ate agli the budget after 
4t is drafted? Am I not right? Is that not whatyou 
are asking for this Committee to do? 

THE CHAIRMAN: They are asking quite a few 
things. 

COMMISSIONER PERRY: Except for the public 


participation, the discussion with the people from the 
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public this process goes on now, both before and after 
the budget. The new things that is suggested here is 
that the people involved from the business community 
be invited to join that discussion. 

MR. EWENS: I think this is essentially the 
suggestion. 

MR, MacNAUGHTON: I think a very good example 
was this budget of June 13th, The namber of outertes 
that came out afterwards and as a result d@ comments in 
the newspapers and from various groups certain changes 
were made. This could probably be done inca less 
embarrassing way if there were some method of proceeding, 
handling this on a public basis before this is set in 
arinal firm form. 

COMMISSIONER WALLS: You are asking that 
these people come before the Committee after the budget 
has been studied in the House. Is that not what happene 
actually this spring? They weren't asked to come in 
but they came in and accomplished exactly the same thing. 

MR. MacNAUGHTON: I think we had in mind 
before, 

THE CHAIRMAN: I thought you did. I wasn't 
sure of that. 

MR. EWENS: I believe our initial brief could 
be read as the Committee coming together after, but I 
think in our supplementary submission we say as a matter 
of preference it should be before. We also had in mind 
too that frequently the representations that are made 
to the existing form of Committee are made by pure 


tax specialists, professional groups et cetera and very 
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often the impact of tax changes are felt not really by 
the tax specialists but by the businessmen and sometimes 
the businessman doesn't get an opportunity to say how 
he feels about the changes. 
COMMISSIONER BEAUVAIS: You have the 
Chamber: of. Commerce and you. have the Canadian Manufacture gs! 
Association and they represent the business community, 
don't you think? 
MR, MacNAUGHTON: Maybe we could comment 
on that. They certainly mMve presented them, but if 
past experience is any criterion the Government has 
never read them. 
THE CHALTRMAN: ' I served on these Committees 
and I must say at timeswe have been rather pleased with 
the success we had. Many times there: have been public 
reports on the fact that a fair degree of success has 
been reached. 
COMMISSIONER PERRY: I have been both on 
the recéiving and issuing end. I have decided we spent 
more time reading these things than the people did in. 
writing them. 
THE CHAIRMAN: Why didn't the T.E.I. come 
forward annually with their views? It would seem to me 
that the combined experience of your organization would 
be most welcome. 
MR, MacNAUGHTON: I think there are several 
reasons. 
MR. |. McLAUGHLIN: One reason is it is beyond 
the objective of our group to beinvolved in recommendations 


to legislation. We specialize in tax administration and 


sintowlune Askboday af? wradt oy: hte sortase}, to vredieaf? 
“thumags sealed o3 saeeernge “ea base motssrooasa. 
Sinbad coy ttl 

‘epqumee Mtves ef atiynll 7eOTHIVARoeN oR ; 


te) ded wold bedaoseag evet piatatuss ted® | .¢ed) ae 


_— a 


unt teuetcerey wilt notesties yas ef sotalrogne tang 
way bast Teva 

|  gasdd tured essa? ao bevvee S  sAOTTAD Se 
rete Beenela “adden coed ovat awtentt os tsa teu Dobe 
tiueg oost ered ered? asatt wna . had) eW epecsue omg 
| sarf ceeeoun, Yo serach a803 1s ted? 9582 2123 00 Gee 
.bedsast need 

| “ died peed vet I -atmali Wamoragnaoy 
1 40 Sabfoe® oved T. “Bae sabsand hos yatrheoet off? 
ct DL) sfeseq off matt’ sackes oesdt. anthers eal? pion 


wed? atioaiav 


st> .°.5.7 efO @’ablh yal sMARTILARD ahr 
F ’ 
| 6 ssee bidew 6% Sewetw atet? dgie eliannsa btoares * 
|- Bloow soteaatagggno tooy ln saneiteqne Bentdmoo od? tang 


.gnoview tnom oe 

levseoe ete stonlt Adds T -AMONHDUALDAM , <mt 
| u7gtaet 

arever alk $2 al waleand ariQ ‘HUAI ON Pi 
drotdsrnmmccser at bettovted eed Query celts ertdoeies aie 


| 


| bee ver levietelaba ea¢ at seh tétoegh ew smotsareakget wh 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO A575 


our objectives are such that our interest in relationship 
with Government officials is directly on good tax 
administration and to make recommendations on legislation 
we believe would be beyond the scope of our institute. 

THE CHAIRMAN: Fair enough, but how about 
administration? Wouldn't this Committee be pleased to 
listen to recommendations on administration? 

MR. -McLAUGHLIN: If we were egnuaies we 
would be pleased to offer advice. 

THE CHAIRMAN: Who starts this? 

MR, EWENS: We would agree we should be 
more active in this area. 

THE CHAIRMAN: I am encouraging you. I think 
youreve a lotto offer. 

COMMISSIONER PERRY: What about tax changes, 
changes such as the change in the sales tax on building 
material? Could any businesscgroup that was consulted 
in advance do anything except oppose, do its utmost, 
privatély and I am afraid eventually publicly, even 
before the budget, to oppose? 

MR, EWENS: You are probably right. 

MR. MacNAUGHTON: I think it is a fair 
thing -- they would oppose, but they might possibly be 
able to clarify the application of it which was one of 
the problems in this last situation where there aré. still 
many, many areas where how the tax is going to be applied 
is unsettled, and that is where we feel perhaps help 
could be given rather than whether the taxshould be 


applied or not. 


COMMISSIONER PERRY: The main trouble is peopl 
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1} dontt like any chance made at all. 

2 MR, MacNAUGHTON: Ithink it is natural. 

3 COMMISSIONER PERRY: I have a feeling this 

4/ is what people consulted in advance of the budget are 

S| going to think. 

6 MR. DIEKMAN: Mr. Chairman, I think there 

7] ts a difference here between whether this Committee should 
8] offer any opinion whether a given tax law should or should 
9| not be imposed as against how the law should be 

10/ administered. I might offer here the faae et anwene 

11| United States at the suggestion of the Tax Executive 

12] Institute the Commissioner of Inland Revenue -- Internal 
13 Revenue, Mr. Mortimer Caplan, as had done his predecessor 
14 formed a Taxation Committee consisted of -- I may not 

15] be quite right in distribution, I know there are two 

16| members of the Accountants! Association on it, two members 
17 of the Bar Association and two members of the Tax 

18) Executive Institute and they simply take any proposed 

19 legislation and not from the point of view whether the 

20 legislation is good or bad or whether it is desirable 

21] or undesirable, but purely if this legislation came in 

22 how would it be properly administered. 

23 I might say I have made a proposal, the 

24! same suggestion before the Minister of Finance, but he 

25 qidn't go for it. 

26 COMMISSIONER WALLS: You are getting away 

27 from the argument used a few minutes ago that the 

28 | Government whwian'tt get the proper guidance from the 


29! tax experts and what they want is to get it from smal} 


business, not necesarily from small business, but from 
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businessmen themselves, and the effect it is going to 
have on them, but the type of Committee you are talking 
about ih the United States, that is madé’wheofamelysa 
tax experts. 

MR, DIEKMAN: No, I think not. It deals 
purely in certain given pieces of legislation, how will 
that affect the administration, how can this be 
properly administered, how does the business go on in 
the concept of this legislation. This is where we run 
into great difficulties. 

COMMISSIONER WALLS: Is your suggested 
Committee here not rather mtheeffectsit is going to 
have rather than administration? 


MR, DIEKMAN: Yes. 


Pe: is’ going to be 


COMMISSIONER WALLS: If 
effective you have to bring in°the people it is going 
to effect who are going to be the businessmen themselves. 

MR. DIEKMAN: I think . 

THE CHAIRMAN: Your consumer or individual 
taxpayer. What interests me, and I can see great merit 
in your suggestion? I think everybody is groping for 
something in this order. It Ms been indicated in 
Parliament that there should be some means of communitc- 
ation, not what kind of means, but some means of 
communtiéation. This is one. Now, would your proposal 
as to pre-budget representation discussions -- they 
would be talked about in public or privately? I think 
there is some significante to that. 

MR. McLAUGHLIN: We visualize privately. 


THE CHAIRMAN: You visualize what? 
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MR. -.McLAUGHLIN: Privately. We realize 
budget secrecy is involved here, 

THE CHAIRMAN: Not necessarily, depending 
on how it is organized. If you are making representations 
as could well be the case, and all other business 
organizations -- they are carrying the initiative, there 
is no feason why they wouldn't put their proposals public- 
ly. I can't think of any. If the Government wants 
to discuss these with them -- this Committee could 
Giscuss itcwith them as we are now discussing the matter 
publicly with you. If they want to go and ask their 
advice on something theyhave dreamed up then that is 
extremely difficult to do. That is a matter of budget 
secrecy and how one changes that I don't know. There 
are a lot of things that warrant budget secrecy. If 
these are to be discussions of things initiated by the 
taxpayer there is no reason for secrecy. I wouldn't 
think that was so. Isn't that all part of the democratic 
purpose. You have your conditions and your taxpayers 
coming :to discuss application of it with Government 
policymen. I wouldn't think it needed to be kept 


secret. 
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That is partly a technical area and partly 
discussing the effect of the proposals, I would think. 
Again, you have people appearing before this Committee. 

COMMISSIONER .PERRY: How much time would you 
devote to this sort of thing? You know what has 
happened in Washington? They are still holding hearings 
on the Bills that were introduced last May I believe. 

MR. EWENS: This question of public and 
private hearings is a subject we have not, as a group, 
discussed in any detail, nor the timing. I euess we 
all realize, timing would have to be put in certain 
fairly restrictive limits. It eceuldn't go on for too 
long. Perhaps a matter of weeks. 

.GHE CHAIRMAN: These are some of the important 
considerations, I think. It is a very different sort 
of group that is going to meet behind closed doors 
than it would be in public hearings. I don't think 
there is anything more on 6. Seven. Now I thought 
that the differences in corporation tax laws were pretty 
.well eliminated between the provinces and the Federal 
Government. The last two years there has been a lot 
less. I thought these have been pretty well eliminated. 
Does it appear that differences are now creeping in 
the corporation tax laws? 

MR. McLAUGHLIN: I think Mr. Ewens has 
something to say about that. 

MR. EWENS: I believe that you are right, Mr. 
Chairman, that the provinces generally have adopted 
Similar laws for the determination of taxable income, 


with the exception of the Province of Quebec where there 
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remains some difference between the Federal and 
Provincial basis for determining income. 

THE CHAIRMAN: I was under the impression 
that there did not remain any differences in the 
Province of Quebec. 

MR. EWENS: There are in some of the rules 
applicable to the taxation of specific industriés. 

COMMISSIONER BEAUVAIS: Are there? 

MR. EWENS: Yes. 

COMMISSIONER BEAUVAIS: You mean the logging 
indi try, for instance? 

MR. EWENS: I am speaking specifically in 
connection with the oil industry. 

COMMISSIONER BEAUVAIS: Most of the time. 
though, Quebec --- 

MR. EWENS: Most of the rules are comparable. 

COMMISSIONER PERRY: The big difficulty has 

been overcome. You have this difference in the 
basic concept in that the Federal people carve out forei 
income and divide up the pie that is left. Whereas, as 
I remember, Ontario and Quebec tax foreign income and 
allow tax credits. 

THE CHAIRMAN: Paragraph 8. 

COMMISSIONER WALLS: This is a recommendation 
that we have had before us on several occasions. 

COMMISSIONER. PERRY: I wonder if you wouldn't 
mind, just before we leave seven entirely, I think the 
position at the present time is that the Federal 


Government does stand open to collect the taxes of 


any Provinces. 
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MR. EWENS: Yes. 

COMMISSIONER PERRY: And if this offer is made , 
what more can be done? In other words, it is prepared 
to act as a single agency, which you recommend here? 

MR. McLAUGHLIN: All we mean to do here is 
emphasize the desirability of this. 

COMMISSIONER PERRY: I am suggesting perhaps 
it is the Provincial Government. 

MR. MacNAUGHTON : Maybe we should send a copy 
of our brief to the Provincial Government. 

COMMISSIONER WALLS: Going on to this 
paragraph 8, where you suggest that the sales tax be 
moved forward from the m anufacturers level to the 
retail sales tax and it be combined with provincial 
Sales taxes and imposed under Federal legislation. In 
other words, the Federal Government be the overall 
collector of both taxes. 

Now I wonder, while I sympathize with the fact 
that it would remove considerable trouble and considerabl 
administration, I just wondered if it is being realistic 
and I would like you to question me on the judgment that 
I am going to give right now. First of all: We are 
going to recognize that the provincial sales tax is athe 
most important single source of total provincial 
revenue. In one province it is over 25 per cent today 
of the revenue. In the lowest province it is over 10 
per cent, and the .average across Canada is 15 per cent 
so the provinces are, quite rightly, coming to think 
this is their particular tax preserve and I think that 


they would be particularly loath to have that tax 
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added.to.. 

In other words, it is a maximum of 5 per cent 
today in the Provinces that collect the highest taxes. 
It would have to be increased to at least 13 per cent 
in order to bring in the same amount of revenue to the 
equivalent of the 11 per cent manufacturers! tax, and I 
think what you would run inte would be opposition from 
the Premiers of these provinces, and certainly from two 
of them. That you would create - antagonism in the 
consumer's mind in having to pay out a tax as large as 
13 per cent, to the extent that the outcry would then 
cause the opposition parties to go on a platform of 
elimination of retail sales taxes, which would then 
finish the use for both provincial and federal 
governments of a retail saies tax where this is done 
and where the consumer realizes exactly how much they 
are paying out 

Now to what extent by my trying to look into 
the future do you find that wrong? 

Mr. McLAUGHLIN: First of all, I would like 
to clarify one point. In our written answers to 
questions that you have sent to us, we have fairly 
elaborated on that by stating -- well we were asked 
specifically whether we recommended Federal collection 
or provincial collection of retail sales taxes and we 
favoured, in our answers to your questions, provincial 
collection. 

COMMISSIONER WALLS: It wouldn't make much 
difference who collects it. You will get this. I am 


asking you does the fact that you are now going to rub 
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in peoples' noses, every time they make a purchase, that 
somewhere in the neighbourhood of 13 to 15 per cent, 
because the provinces armayoéMento want to enlarge that 
additional 

Source of revenue as they take on other’ social, welfare 
and education bosésac Some @ these taxes, you realize, 
the provinces have been named for specific purposes; 
only two provinces named it as a sales tax. Other 


provinces have named it as an education tax, as a 


Social service tax. Some specific purpose. As these 


purposes increase, they themselves may want to increase 
the percentage of taxes that they collect. Now you add 
to at. 

You can envisage a consumer becoming piled at 
the 15 per cent being added to everything that they 
bought, and I can also envisage that opposition parties, 
anxious to get on some bandwagon that will bring votes, 
will make that as a party platform and, therefore, you 
could finish up by it being voted out and producing 
no revenue to either the provinces or the Federal 


Government. 


ay 


Now had you given , any thought as an 
alternative to this, the Federal taxes being moved up 
to where it would be hidden? In other words, where it 
would be on the invoice to the retailer rather than 
combined on the price charged to the consumer? 

MR. EWENS: I think we were looking specifically, 
Mr. Walls, to the advantages in administrative savings 
by having one combined law with one central group of 


government acting as a collection agency. 


THE CHAIRMAN: Shoot down Mr. Walls' balloon and 
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save us the trouble. 


MR. DIEKMAN: I cannot quite follow, Mr. Wallsl, 
why you would say the tax would have to be increased. 

We were talking specifically about Federal Sales Taxes. 

COMMISSIONER WALLS: No,mbbe provinces right 
now have'the 5 per cent sales tax, DheoFédepar pbenber cent 
sales taxes on an average at theuconsumers level’ means 
about 8 per cent. If the same tax is collected at 

which 
the retail level, that is 5 pg 87is 13%but that could 
very easily be increased because the provinces, for 
specific purposes, may have to increase the amount that 
they require so it could be a total of 15 per cent. 

MR. DIEKMAN: But wouldn't you perhaps agree 
that the base cost, regardless of taxes on any given 
item under the system we point out, the Federal and 
Provincial sales taxes would be collected at the retail 
point of sale or final point of delivery to the 
consumer; that the base price would drop? In’ other 
words, the 13 per cent would be collected on a lower 
base than the provincial sales taxes are now collected. 

COMMISSIONER WALLS: I am not disagreeing with 
that. I am just pointing out the fact that knowing 
the reaction of the consumer to having this rubbed in 
their noses, because I am in a province where we have 


a 5 per cent tax and where £tripstoftentprotestedso 


7 we Ec S {arc ie I \ & ian ¢ 
got to fork cut’ 5 percent for Mr. Bennett now". You 
heav this all over’ Even if it was 15 percent. you 


can see where the Provincial Premiers would. be very 


loath to have this antagonism built up larger than it 
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is today. 


MR. McLAUGHLIN: I think the answer to that, 
Mr. Walls, is we have looked at that strictly from the 
administrative point of view. 

COMMISSIONER WALLS: Thank you. 

MR. McLAUGHLIN: That it was administrative 
point of view simply, and we have not given serious 
thought to the other implications. 

MR. EWENS: The other question is one of 

political impact, I believe and we have not considered 
this at all. 

MR. WATSON: Surely, Mr. Walls, if the 13 per- 
cent tax about which you talk were split 5 and 8 on 
the invoice to the customer or to the consumer, he 
knows 8 per cent is, therefore, the federal and the 
provincial politicians could not use this as a lever 
to have the income dollar removed. 

COMMISSIONER WALLS: It wouldn't be a case 
of an invoice. What you fear is that on the price tag 
in the store it would have so much, plus 5 per cent fav 
the province and 8 per cent for the federal government. 

MR. DIEKMAN: I would envisage, if a 
consumer now pays a total of $1.00, tax included, that 
if a-cchange were made he would still be paying $1.00; 
wouldn't be paying more than $1.00. 

THE CHAIRMAN: Be paying 85 cents and 15? 

MR. DIEKMAN: Yes. 

COMMISSIONER WALLS: I don't disagree with 


that. 
THE CHAIRMAN: Paragraph 9, you refer to length 
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delays with regard to final corporate tax assessments. 
I was inclined to think that the Department was doing 
better all the time. Were getting their final 
assessments out a little faster. Are you aware that 
there are very substantial delays which should be 
corrected? I take it you must be. 

MR. EWENS: I guess our individual experiences 
on this vary, Mr. Chairman. Personally I would say yes. 
There are still lengthy delays. 

MR. McLAUGHLIN: I would agree with the 
Chairman's statement, that they are improving all the 
time. 

THE CHAIRMAN: You agree they are improving? 

Mr. McLAUGHLIN: Yes. 

THE CHAIRMAN: Is there anything that you can 
think of that should be done specifically in this 
connection? Is it a bad idea to have two sets of forms 
going out, the interim assessment and final assessment? 
I don't think they are called that. 

MR. ROSS: It is a bit devious, isn't it to 
issue an assessment that in reality is not an 
assessment? 

THE CHAIRMAN: Well then you do not like that 
principle? 

MR. ROSS: That is correct. 

- THE CHAIRMAN: The procedure would be improved 
if they did not do that? 

MR. ROSS: You would be fairer to’ the taxpayer, 
the rules ;regarding notice of objection, and so on. 


MR. EWENS: Although the first assessment does 
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Serve a useful purpose of being the starting date far 
the four year period of limitation. 

THE CHAIRMAN: So that it does work to that 
extent in the taxpayer's favour, doesn't it? 

MR. EWENS;: Yes. 

THE CHAIRMAN; Perhaps then it is a good system 
and they are just using the wrong form. They are 
not calling it by the proper name; giving it an improper 
name and it should be called something else. 

MR. WATSON: It is just, really, a notice of 
receipt of the T-2: and the tax schedules. 

THE CHAIRMAN: I think that is probably all it 
is. And should the four years start from the date of 
the notice of receipt of the tax form? 

MR. McLAUGHLIN: It should, I think, because 
-- it should start from the time of filing, as a matter 
ef fact. 

THE CHAIRMAN: Isn't that what the recommendatio 
should be then, that there should be two forms, one 
being a receipt for the document sent in and the other 
certain things which operate from the date of that first 
form. 

MR. McLAUGHLIN: Yes. 

THE CHALRMAN: Now in 10 I was somewhat 
puzzled as to what these fringe benefits might be which 
would be fairer to leave out of taxable income. Perhaps 

not fairer, but might be preferable treatment 
having regard to all matters referred to in your 
paragraph 10. What kind of things are you suggesting 


which are fringe benefits and which the. Department is 
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trying to bring into the tax which might be better 
left out? 

MR. McLAUGHLIN: The first one that comes 
easily to my mind is to have added to the income of 
the employee the benefit he receives from the excess -- 
group life insurance coverage, that is the group life 
insurance coverage in excess of $25,000.00. I think 
the experience of the group here has been in our 
respective firms there is a completely disproportionate 
amount of clerical work and effort to produce an 
insignificant amount to add back to the taxable income 
of the employees. 

This is one example that comes easily to mind. 


I believe Mr. Ewens has a few more at hand. 
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COMMISSIONER PERRY: Hasn't this problem been 
removed in the current Income Tax Bill? 

MR. McLAUGHLIN: No. 

COMMISSIONER BEAUVAIS: It has been advised 
anyway. I know in my company they said, don't bother 
because it is insignificant, even if the amount is a 
$40,000.00 issue. 

MR. McLAUGHLIN: As far as I know it has 
been applied and the amount of work that we have in our 
firm to produce it is absélutely out of proportion with 
what we have to report. We have to report a few 
Goeilars. 

COMMISSIONER PERRY: What have they done in 
this Bill? I haven't seen that provision for a while. 
Haven't they removed the $25,000.00 limit? 

MR. McLAUGHLIN: No, in the current Bill before 
the House the only changes is it changes the reference 
to group life insurance to group term-life-insurance. 

> U6. sCOMMISSIONER WALLS: To what extent do firms 
such as yours, in order to create a benefit that is non- 
taxable start; to give non-taxable fringe benefits? 
Is it going within organizations -- I am thinking of 
such things as supplying a car when a man really has 
little use for business purposes but uses it mostly for 
pleasure. I am thinking of supplying of fishing cramps. 
a could think of many things I have heard of as being 
ghvenasing today as a means to increase fringe benefits 
without taxation. 

THE CHAIRMAN: I am thinking of meal tickets 


which I said are a dirty trick. They are giving them 
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SO as to avoid the tax. Not one but many companies 
are doing that. I know an organization endeavouring to 
establish itself in Canada for the purpose of dealing 
in meal tickets, persuading restaurants to accept their 
tickets and going te manufacturers to say please accept 
them and give to the employees, a tax free way of 
additional remuneration. Do many of these kind of 
things occur? 
MR. McLAUGHLIN: Speaking for myself, Mr. 
Chairman, I am not familiar with what you just said. 
Certainly in my firm we wouldn't try to introduce a 
fringe benefit solely for tax rebate. It would be based 
en business reasons. If it so happened it did form a 
tax rebate, so much the better for the employer. That 
wouldn't be a guiding factor. Mr. Walls referred to 
the fact of using a car -- in our company we go so far 
as charging the employee so much per mile that he 
covers with a car on personal business, and he has to 
fill in a report which is checked by a supervisor and 
he has to pay for it if he uses the car for personal 
reasons. I must say we have instituted this system in 
order to avoid any arguments with the Tax Department, 
to be in the clear. 
MR. WATSON: I think, referring to Mr. 

McLaughlin's remarks, we represent fairly large and 

RP ekctie firms, I hope, and we can't afford to try 
any gimmicks like this. Even our most highly paid 
employees have to be subject to the same rules of thumb 
as;ithe lower echelon. 


COMMISSIONER BEAUVAIS: I share your opinion 
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that the expense of insurance is particularly annoying 
and you have to fill out a lot of documents in 
calculations and so forth for a very, very limited 
amount to be paid in tax. I think it makes sense. 

MR. EWENS: We don't know what the solution 
to this problem is because you certainly don't want to 
have the tax laws so that all normal tax benefits are 
exempt because this would be a temptation to many): 
taxpayers. ' 

We have only come to the conclusion for at 
least minor items, that they either be exempt or 
treated in some other way -- it is a small nuisance 
item that bother small corporations. We have inserted 
in our supplementary brief another example of the 
impact of taxation on fringe benefits on corporate 
sales programs fer employees where an employee on a 

quota basis is offered an opportunity of getting a 
small merchandise prize of some kind, the impact on 
the success of the policy if after handing a prize to 
an employee he has to hand a certain number of dollars 
of cash to the federal government, and this is 
particularly true when he happens to already own the 
particular piece of merchandise that he was handed, 
is poor. 

THE CHAIRMAN: Can you think of how to frame 
a section of the Act that would except such prizes 
from tax? 

MR. EWENS: An exemption of even $100.00 or 
something like that, that would help Lets. sits 


merely a nuisance item that gets caught here. It would 
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go a long way to helping with the problem of insurance 
-- as Mr. McLaughlin said. 
THE CHAIRMAN; $100.00 tax free income would 
be colossal,’, a very large amount. 
MR. ROSS: In terms of non-cash goods only. 
COMMISSIONER. PERRY: Perhaps they could deem thle 
Standard deduction would have covered such things. 
THE CHAIRMAN: I certainly think you have a 
point with regard to the group life coverage and 
maybe with regard to other matters. 

The Commission may consider the merits of 
introducing some form of capital gains tax in Canada --. 
paragrah 11 if you think of the administration cost 
associated with long or short term capital gains it 
may far outweigh the value of any additional revenue 
that may be derived by government. Would you not 
distinguish in any way between long and short term 
capital gains? I have always been a little concerned 
as to what one means by capital gains. I think when 
you say short term capital gains you mean speculative 
profits, speculation and things one generally 
considers to be capital assets such as properties or 
securities. I don't know to what extent these 
speculators are not being brought into tax, but I 
assume they are not. If I  dabblediin the stock market 
I wouldn't pay taxes as a result of that. Perhaps 
I shouldn't. I am not very sure, but I am rather 
inclined to think I should. 

MR. ROSS: If it is decided you should, Mr. 


Chairman, you obviously must be allowed your lesses in 
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the same manner. 

THE CHAIRMAN: That is what I was thinking. 
That would be worthwhile. 

MR. EWENS: You would still have the basic 


problem of what does constitute income and what 


constitutes capital gains. 

MR. McLAUGHLIN: Unless you have rules to 
make a distinction on the basis of time. 

COMMISSIONER WALLS: You didn't give 
consideration to the British plan of stocks turned over 
within six months and real property turned over within 
two years. 

THE CHAIRMAN: Most other countries do state 
that they tax speculative profits. Seme tax... as 
capital gains, but all the ones I can think of claim) they 
tax speculative profits and they generally have rules 
of some kind such as the English recently introduced. 
Most European countries have rules, but the 
enforcement of them varies very greatly. I haven't 
heard of anybody yet coming out and saying short term 
capital gains should not be taxed. This is what 
attracted my attention. I am rather surprised in that 
short term capital gain is meally speculative profits 
and most people would believe they should be taxed, 
that the speculator should not get off tax free. I 
don't know if you wish to discuss administrative 
taxation. I don't think so. I hope the Department 
of National Revenue sees your very kind remarks in that 


paragraph numbered 13. ‘The Department meritithat. comment). 


Is there anything else? 
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1 COMMISSIONER GRANT: Before concluding I would 
2 like to ask you about your suggestion in paragraph 1 

3 of the supplementary brief where you advocate that the 
4 Income Tax Act and the regulations should be divided 

5|| wnto two parts, one for the individual and one for 


6 the corporation. I should think you mean by that 


7| that should be separate and distinct, that would be 

8 complete in itself and there wouldn't be any reference 
9 from one to the other for the purposes of the 

10|| administration of the Act. 

11 MR. EWENS: It might be difficult to go that 
12 far, Mr. Grant, because, perhaps capital cost allowance, 
13 things of that kind would have to overlap» and.apply to 
14|| both. 

15 COMMISSIONER GRANT: Is it your considered 

16 opinion that there should be definitions in the Act 

17 because the Income Tax Act at the present is perhaps 

18 unique in regard to a lot of the statutes as there is no 
19| definition section. 

20 MR. EWENS: There is an Interpretation. 

yA Section. 

22 COMMISSIONER GRANT: Oh yes? 

MR. EWENS: Which I suppose is in part. at 
on a definition section in that it does indicate the 
meaning attached to a number of words and phrases used 
throughout the Department. 

THE CHAIRMAN: Section 139, page 217. 

COMMISSIONER GRANT: Yes, there is an 
interpretation section. I was .loaking under Definition, 


but theinterpretation is undoubtedly meant to take the 
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place of that. That might be extended, in your 
opinion! 

MR. EWENS: Yes. 

COMMISSIONER PERRY: I must say this idea of 
two statutes was thought of at the time of the revision 
and the draftsmen decided there were so many sections 
which wereccommon that by the time you got that sorted 
out you would have almost duplicate statutes and never 
be quite sure whether you had everything covered in 
your.situation unless you looked at the: osheruséatute. 

MR. McLAUGHLIN: If we were to eliminate 
the double taxation on corporation income there would be 
no point in having two statutes. 

COMMISSIONER PERRY: Not only that, but the in- 
Siratuan:y Ceeineee is taxed on the individual rules -- 
is taxed on individual rates but has applied to him 
all the rules of calculating business income and 
therefore he in a sense straddles the two. He is 
neither a corporation nor an individual. You would 
almost have to have a third statute to cover him ‘which 
would be a combination of both the other two. 

THE CHAIRMAN: I am never quite sure whether 
division should be between the individual and the 
corporation or between people in ~ business and people 
who are not in business. Mr. McLaughlin even if you 
did get away from corporation tax as such you still 
have to measure corporation income and have a lot of 
rules. 


MR. McLAUGHLIN: What I mean is that I believe 


that this suggestion of having two separate statutes 
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no longer holds if you eliminate double taxation on 
corporations. 

THE CHAIRMAN: Perhaps. I am not sure of that. 

MR. McLAUGHLIN: Well, largely, let us say. 

MR. EWENS: I think édurcmainhthoughthin the 
Supplementary portion of our submission herenve heed 
Income Tax Act is confusing and uncertain even to those 
who are spending a good part of their time dealing with 
that and to the smaller corporations who don't have 
permanent specialists on their staff it is a difficult 
job for them to determine the application of the tax 
to their company. 

COMMISSIONER GRANT: In any case whether 
it is divided or not, you are. all for simplification. 

THE CHAIRMAN: I suspect everybody is 
throughout the world with regard to all forms of 
taxation and weckeep on saying this as taxes become 
more complicated. I think we must keep on struggling. 
L egrec. 

Well, it has been very helpful to us. Have 
you any further questions? You have done a great deal 
for us and we are very grateful to you. Of course we 
will continue to examine what you have put before us 
and it will be very useful to us when we come to our 
recommendations. Thank you very much indeed. 

MR. McLAUGHLIN: Thank you very much, Mr. 
Chairman. 


THE CHAIRMAN: We will stand over until tomorrow 


morning at 9:30. 
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